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Regulation by Intimidation 
Has Hanged Itself 


Futility of Attempts to Bully Courts 
and Commissions 


One of the striking developments in the history of the regulation of public 
utilities has been a widespread effort to force rate reductions—without 
tegard to the. law or the facts—by political threats not only against the 
utilities and the state public service commissions, but even against the 


courts. 


The author gives typical examples of these bullying tactics and 


points out why they must fail in the long run. 


By RAYMOND S. TOMPKINS 


HE strangling noises you hear 
ae nowadays may real- 

ly be somebody actually being 
strangled. More likely, however, it 
will be a humble utility man cau- 
tiously stifling a belly-laugh. He con- 
ceals this evidence of innocent mirth 
because in some quarters it is still con- 
sidered unseemly for a public utility 
person to be happy. But the cause of 
the utility man’s merriment is merely 
the sudden rediscovery of the Consti- 


tution by a large proportion of the 
population of the country. 

This discovery has created a good 
deal of excitement, for many a man 
who hasn’t heard of the Constitution 
for years, except as the refuge of the 
rich, has suddenly realized that it is 
the real foundation of the American 
form of government, and that viola- 
tion of its principles can actually hurt 
not only great industrialists but some 
very ordinary people as well. Hence 
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the country seethes and boils with 
liberty leagues, national unions, and 
associations for the defense of the 
Constitution; and oratory about the 
faith of the founding fathers, inter- 
larded with eloquent invocations of 
the spirits of Washington, Jefferson, 
Adams, Jackson, and Madison, which 
would have been snickered at ten years 
ago, are today applauded and printed 
in all the papers. To be sure, the 
snickering has by no means ceased. 
But by and large the applause for the 
Constitution drowns out the snicker- 
ing. 

Now, the reason the utility man is 
quietly amused at all this Constitution 
worship is that he remembers it wasn’t 
so long ago when his own devotion 
to this sacred cause was being booed 
at. Noone needs a scholar’s acquaint- 
ance with utility problems to be famil- 
iar with the tendency of public utili- 
ties occasionally to seek the protection 
of the Constitution. Nor are many 
unfamiliar with the distressed noises 
made by the friends of public owner- 
ship when this protection was sought. 


7 appeal by a utility from a state 
commission to a court always 
wrung shrieks from antiutility people 
that regulation had broken down. 
The theory seemed widely held that 
by the simple act of invoking the func- 
tions of the judiciary the utilities were 
somehow actually undermining the 
orderly processes of the government 
instead of strengthening them. 
Occasionally today the suggestion is 
heard that the utilities be kept out of 
the courts. This suggestion is not 
brand new. It was being heard even 
in the balmy days of 1929. Indeed, 
it was that year that the governor of 


New York, in promulgating his plan 
for power development on the St. 
Lawrence river, expressly took the 
whole project out of the hands of the 
New York Public Service Commission 
and spoke of “the belief held by 
many” that the regulating powers of 
commissions have been “impaired” 
through Federal court decisions which, 
he said, “have to a large extent nulli- 
fied the protection originally intended 
for the consumer.” 

‘This expressed to a nicety the bold 
idea that utility regulation was no 
good if it stayed within the law. It 
also put patly the idea that one class 
of citizens, the consumers, could not 
really be protected by the laws unless 
another class of citizens, the public 
utility people, were denied the protec- 
tion of the laws. It was one of the 
earliest utterances of the theory that 
perhaps there ought to exist some sort 
of super-power in the government 
which could transcend the democratic 
concept of equal justice for all, and 
benignly sandbag some of its citizens 
into agreeing to stay “socked” and say 
nothing. 


A this soon formed the founda- 
tions of an idea which attracted 
many devotees. When this governor 
of New York became President of the 
United States four years later he 
found a large and enthusiastic cult 
ready and waiting to apply it on a 
large scale. They were the earliest 
New Dealers, and the Constitution of 
the United States was their idea of 
Public Enemy No. 1, because it kept 
bobbing up and preventing their real- 
ization of the More Abundant Life by 
keeping their assaults upon the utilities 
within the bounds of legality. 
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Perceiving the hopelessness of this 
kind of a campaign they turned to 
what looked like the only chance re- 
maining. They began to try frighten- 
ing everybody concerned—frighten- 
ing the utilities with threats of boy- 
cotts and consumers’ strikes ; frighten- 
ing the commissions with threats of 
political massacre; frightening even 
the courts with threats of curtailment 
of power. This was a real beginning of 
an era which may come to be known 
in the business history of the country 
as the era of “Regulation by Intimida- 
tion.” 

Intimidation as a guide to utility 
regulation took many forms. The 
most primitive was the outburst of 
popular indignation if a commission 
raised a utility’s rates. This form of 
intimidation appeared frequently dur- 
ing the World War and the post-war 
period, from 1916 to 1921, when rates 
had to be jacked up to prevent whole- 
sale receiverships and deterioration of 
public service. Later on applications 
for rate raises became quite infre- 
quent, and were based upon no such 
requirements of public service as they 
had been during the war and post-war 
years. Hence many were refused by 
the commissions. 


HIS, however, did not stop the 
process of intimidation, but 
merely turned it toward new victims. 
That the utilities’ constitutional rights 


mission was the threat of public investigation. 


= 


q “THE most commonplace variety of threat against a com- 


under the Fourteenth Amendment 
were being denied and could only be 
redressed in the courts, made no dif- 
ference. The utilities were cry- 
babies; grabbing at the Constitution 
and the Fourteenth Amendment as a 
cry-baby grabs at its mother’s apron- 
strings. The action of the utilities 
was made to appear a mean, despicable 
thing. As for the commissions, the 
chief thing said to have been demon- 
strated about them was their utter 
futility. What good were they when 
the utilities refused to take theit “no” 
for an answer? They and the whole 
system they represented, had “broken 
down.” 

Highly illogical, but entirely nat- 
ural, was the next step in the proc- 
ess of intimidation, namely, threats 
against the commissions. 

The most commonplace variety of 
threat against a commission was the 
threat of public investigation. No 
threat maker could have explained why 
he would have investigated a commis- 
sion because a utility appealed from 
its decision to a court, but nobody 
asked him to explain, and so he didn’t 
have to try. One of the earliest 
threats of this sort was heard in Cali- 
fornia in 1929, when the state legis- 
lature appointed an investigating com- 
mittee, hostile, of course, to the com- 
mission. However, this pioneer ex- 
periment in regulation by intimidation 
offered little encouragement to others, 


No threat 


maker could have explained why he would have investigated 
a commission because a utility appealed from its decision 
to a court, but nobody asked him to explain, and so he 


didn’t have to try.” 
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for the investigators were compelled 
by the weight and force of the facts to 
commend the commission’s work in 
the highest terms. 


B” no intimidator is himself in- 
timidated by an early failure, and 
once the weapon of public investiga- 
tion became handy it was frequently 
seized. More investigations of public 
service commissions sprang up in 
Pennsylvania, in Illinois, in Michigan, 
in Utah. The Maryland commission 
was threatened with a probe by a dis- 
gruntled improvement association. 
California echoed again with antiutil- 
ity outcries, this time for another 
probe of the state’s railroad commis- 
sion. In New York this fever went 
to curious lengths, taking the form of 
a denunciation of Chairman Milo R. 
Maltbie for favoritism to utilities! 
This seemed to many observers like 
accusing a cat which had been a 
famous mouser of selling out to the 
mice. 

Possibly because others were equal- 
ly outlandish these early attempts at 
intimidation by investigation made lit- 
tle headway. Most public service com- 
missioners seemed to be unconscious 
of any dishonesty, and refused to be 
scared. In Michigan the commis- 
sion displayed astonishing courage. 
When Governor Comstock asked five 
members to resign “on grounds of 
political expediency and public de- 
mand,” they simply wouldn’t do it. 
In South Datoka a bipartisan inves- 
tigating committee reported that 
charges by the governor against the 
commission had no foundation. But by 
this time the inquisition fever had tak- 
en hold and reverses only spurred on 
the intimidators. From 1929 to 1935, 


investigations of public service com- 
missions had been authorized ‘or ac- 
tually undertaken in twenty states, and 
other probes on a Federal scale had 
been ordered by Congress. 


owe investigations and inquisi- 
tions wound up in victories for 
the commissions as often as not, the 
intimidators sought shorter cuts. In 
Nebraska, home of the Great Com- 
moner, who unsuccessfully had de- 
fended the “present value” principle 
of valuation in the celebrated case 
of Smyth v. Ames, the legislature 
scorned investigations and entertained 
a bill to abolish the state railway com- 
mission outright. Action upon this 
bill was indefinitely postponed only by 
the narrowest of margins. And it 


was down in Georgia where two rab- 
ble-rousing city attorneys sought the 


swiftest possible guillotining of the 
American theory of regulation by de- 
manding “regulation of utilities by 
the ballot box!” 

This is a curious commentary on 
the public state of mind about utilities. 
To “regulate a utility by the ballot 
box” means only one thing. It means 
that on election day all the voters will 
vote “Yes” on the question of a reduc- 
tion in rates. Yet citizens who are not 
shocked nor surprised at such a sug- 
gestion as this would be outraged at 
the idea that house rent, grocery bills, 
and the price of a shave and a haircut 
be “regulated by the ballot.” 

So candidates with no platform ex- 
cept the pledge to devote themselves 
to making utility public service un- 
profitable sprang up a few years ago 
like plantain leaves on a neglected 
lawn. For example, Guy O. Stone 
sprang up in Georgia not long after 
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Futile Threats against Supreme Court 


“. «the latest chapter in the intimidation 
era now being written with threats toward the 
Supreme Court of the United States, looks like 


the last. 


The proposal has been boldly made that 


an organized drive be started to curb the court's 


power. 


This is the masterpiece, the all- 


time high in intimidation—and it seems to have 
accomplished the turning of the worm.” 





the clarion call to the ballot box by the 
two city attorneys. Mr. Stone’s plat- 
form was simplicity itself. He prom- 
ised the voters that if elected he would 
work night and day to see that the gas, 
electric, and telephone rates were re- 
duced. He did not promise to see if 
they could be reduced. That would 
have been too complicated. He prom- 
ised to reduce them. Soon a candidate 
for governor in Connecticut was do- 
ing the same thing. 


NDEED, a look at the record on this 

trend toward intimidation indi- 
cates that a great deal of the baying, 
bellowing, and bullying came from 
governors. The heat generated by 
gubernatorial campaigns for election, 
plus a certain feeling of futility in the 
face of utility laws and control ma- 
chinery once he is elected, has seemed 
to produce in a governor a berserk 
rage against the light and power in- 
dustry. Hence the first official act of 
many of them is to go out and rattle 
sticks along the bars where the utili- 
ties are caged, and to make snoots at 
their keepers, the regulatory commis- 
sions. 

Frequently such bullying has had no 
effect upon rates at all, or even upon 


regulation, but occasionally it has pro- 
duced the resignation of a commis- 
sioner or achairman. When this hap- 
pens it seems to be all the executive 
wants. He is as full of glee as though 
he had gotten rates cut in half, and not 
infrequently is adept at convincing the 
public that he has accomplished all he 
promised. 

But sometimes a commission chair- 
man, in resigning under this kind of 
persecution, struck a courageous blow 
for independence and sanity in utility 
regulation. Chairman Prendergast 
did this when he resigned from the 
New York Public Service Commis- 
sion in February, 1930, because of a 
difference of opinion between himself 
and Governor Roosevelt. 

“T do not feel,” said Mr. Prender- 
gast, “that the public service commis- 
sion, which has quasi judicial func- 
tions, should be influenced in the ex- 
ercise of those functions by the execu- 
tive or any other agency.” 


HESE were noble words, and they 
and similar utterances by other 
courageous commissioners have not 
been without response. Indeed, it is a 
noteworthy fact throughout all this 
history of intimidation, that the public 
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response to the struttings of the coun- 
try’s Great Intimidators has been 
curiously lukewarm. There have been 
occasional risings to the bait, but so 
few in comparison to the lavishness 
of the bait as to be quite notice- 
able. Consumers’ strikes have been 
threatened; little groups have sworn 
they would go to bed by candlelight 
for the rest of their lives. But on the 
whole the drum-beaters have not 
worked up any big parades. 

Indeed, some of them have pro- 
duced exactly opposite effects. Bills 
to abolish public service commissions 
were defeated in such liberal states as 
Nebraska and Tennessee. Even gov- 
ernors have failed sometimes to cringe 
before the old hypnotic eye of the util- 
ity-baiter. Governor Lehman refused 
to remove Chairman Milo R. Maltbie 
from the New York commission; 


Governor White refused to fire Chair- 
man E. J. Hopple of the Ohio com- 
mission. 

Commissions themselves have stood 
steadfast while professional intimida- 
tors danced around them yelling like 
Indians in a chromo of “Custer’s Last 


Fight.” Some of the threats, too, 
were calculated to be of the most 
alarming nature. In Nebraska, some 
months ago the public service commis- 
sion had to determine whether or not 
to insist upon the continued operation 
of a Union Pacific Railroad train be- 
tween Valparaiso and Council Bluffs, 
and when one of the “tribunes of the 
people” began to suspect that perhaps 
the commission was going to be un- 
duly influenced by the facts, he sat 
down and wrote it the following 
warning : 


We that are on the political firing line 
have our ears close enough to the ground so 


we notice the rumblings that the commission 
favors the corporations at the expense of 
the people. And as this is an election year 
I fear that (should your decision be for the 
railroad), such talk would influence the 
voter to the detriment of the Republican 
candidates at the coming primary and fall 
elections. This precinct that I have repre- 
sented for the last twenty years is normally 
strongly Republican and I should hate to see 
it go the other way. 
HE commission’s comment on 
this noble piece of advice was 
probably very bad politics, but there 
was no misunderstanding it. It said: 
The commission is governed by the law 
and the facts. In this particular case nei- 
ther appears to justify the continued opera- 
tion of this train between Valparaiso and 
Council Bluffs. 


In a similar railroad case in Mon- 
tana the commission was astonished to 
find in the brief of learned counsel for 
the protestants, a list of the voters 
in precincts served by the railroad 
branch in question. The commission 
thanked the helpful jurisconsult for 
the hint and decided the case against 
him. 

Since the “terror” (as you might 
call it) had spread through and 
around politicians, chief executives, 
and commissions, it was logical and 
inevitable that it should finally touch 
the courts of the country. If there 
could be regulation by intimidation, 
why not justice by intimidation? Af- 
ter all, judges were simply human 
beings who happened to be sitting 
high up on benches with black gowns 
to wear and dusty old lawbooks to 
look into. What right had they to 
crack the whip over anybody? Thus 
it came about that the courts, the last 
resort of those who feel deprived of 
justice, also became the last resort of 
those who wanted justice to keep its 
nose out of utility matters. 

The courts were the last resort of 


476 





he 


os § =e (FP OD 


REGULATION BY INTIMIDATION HAS HANGED ITSELF 


the intimidators. And this, it now 
seems correct to say, was intimida- 
tion’s last stand. 

Justice by intimidation has failed 
just as regulation by intimidation has 
failed. Not that this last stand of in- 
timidation is by any means ended. 
The rattle-shaking, the booing, and 
the drum-beating may continue for 
some time. How long it will go on 
no man can tell. 


HO, for example, can predict the 

future course of the swashbuck- 
ling Governor Talmadge of Georgia 
who defies Federal courts like a moon- 
shiner defying the revenooers? He 
has not only tossed Federal court in- 
junctions out of the gubernatorial 
window, but has openly exhorted the 
voters to vote judges out of office if 
they decide cases in favor of utilities. 
“Beat the sand out of the judges!” 
he shouted in a speech at Rome not 
long ago. The inexorable and im- 
placable Senator Norris (Republican, 
Nebraska), likewise shook a threaten- 
ing fist at the judiciary when he called 
for information recently on Federal 
and state court “interference” with 
the installation of publicly owned 
power plants. 

But the latest chapter in the intimi- 
dation era now being written with 
threats toward the Supreme Court of 
the United States, looks like the last. 
The proposal has been boldly made 
that an organized drive be started to 


curb the court’s power, pin its ears 
back, tie its hands, and limit its judg- 
ments to cases hand-picked by the in- 
timidators. 

This is the masterpiece, the all-time 
high in intimidation—and it seems to 
have accomplished the turning of the 
worm. For there has ensued not the 
roar of applause which Senator Norris 
and his fellow face-makers seem to 
have expected, but a hullaballoo of in- 
dignation and a public clamor in sup- 
port of the court, with a springing up 
of leagues, unions, and associations in 
defense of the Constitution. And at 
this (as we said at the beginning), the 
battle-scarred utility man can scarcely 
suppress a wry grin. 


S° will end another period of happy 
days for intimidators. It will be 
followed of course, after a time, by 
another similar period. As long as 
there are utilities and commissions to 
regulate them and courts to adjudicate 
unsettled differences, there will always 
be professional fist-shakers insisting 
that the standards of fairness and jus- 
tice of mankind generally be aban- 
doned in favor of their own personal 
standards. 

Many utility men are alarmed from 
time to time because such bullying 
seems to thrive and the bullies seem to 
prosper. But if they will scan the his- 
tory of the whole business they will 
be reassured. The public cheers for 
the bullies are more dangerous to the 


“As long as there are utilities and commissions to regulate 
them and courts to adjudicate unsettled differences, there 
will always be professional fist-shakers insisting that the 
standards of fairness and justice of mankind generally be 
abandoned in favor of their own personal standards.” 


477 





PUBLIC UTILITIES FORTNIGHTLY 


latter than to the victims of the bullies, 
for they give the bullies a false hope. 
In the end it is the bullies who get the 
sack, not the courts and commissions. 
For it is one of the oldest and natural 
practices of American democracy to 
both denounce the constituted authori- 
ties and to obey them; to attack regu- 
lation and to desire it; to upbraid the 
courts, and to destroy those who will 
not uphold them. This is paradoxical, 
but so, in many respects, is American 
democracy. 


However, neither is any more para- 
doxical than the phrase “regulation by 
intimidation” itself; for the reasons 
why it has broken down are (1), that 
it does not intimidate and (2), that it 
does not regulate. It has not been 
necessary to combat the tendency by 
pointing out these two weaknesses. 
In the natural course of events 
they have become apparent to every 
thoughtful citizen. Intimidation, hav- 
ing been given enough rope, has 
hanged itself. 





Foreign Phone Facts 


Potanp—The Polish government is reported to be investigating 
the possibility of obtaining special reduced telephone and cable rates, 
enabling Polish re-emigrants from the United States and Canada to 
make inquiries concerning their rights of citizenship upon returning 
to Poland. » 


Huncary—The Budapest government telephone system is making 
provision for use of a telephone which may be ied in one’s pocket. 
Wall plugs, connecting with the telephone system, would be installed 
in house entrances, restaurants, street corners and other public places. 
The pocket subscriber would just plug in and identify himself to the 
control office. Needless to say, the device will be given only to patrons 
with good credit rating. > 


ENcGLAND—The custom adopted by some London shops of refusing 
to make change without a purchase has now invaded the General 
Postoffice which, incidentally, controls the national telephone system. 


When one approaches the stamp counter and asks for change for six- 
pence with which to make some phone calls, the clerk will likely 
explain that he has no spare pennies but would you like to buy a penny 
stamp? Public relations a la Brittania! 


* 


France—The French government recently announced that the Paris 
telephone service would install a new department “S.V.P.” (Sil Vous 
Plait) for answering odd questions such as: “What do Ethiopians 
eat for breakfast?” or “What color goes well with mauve?” This 
news gave Bruno Lessing, American columnist, quite a laugh because 
he insists that French telephone service without any such frills is the 
worst in the world. His favorite story is about putting in a call for 
a friend’s hotel five blocks away, waiting twenty minutes, and finally, 
in desperation, visiting his friend on foot. He arrived just in time 
to get his own call. 478 





RELATIVE COST OF ELECTRICITY NOT SHOWN BY 


Comparison of Rate Schedules 


Interesting conclusions from an analysis and com- 

parison of domestic electric rates in Cincinnati with 

those of the Cleveland municipal plant which are 
applicable to a much wider field. 


By EDGAR DOW GILMAN 
DIRECTOR OF PUBLIC UTILITIES, CINCINNATI, OHIO 


ucH has been written in the 
M last two years about compara- 

tive domestic electric rates. 
In connection with the rate settlement 
in Cincinnati in 1934 I prepared a list 
of the then existing rates in the nine- 
ty-five cities in the United States of 
over 100,000 population. The actual 
cost of electricity was computed for 
each city for five different quantities 
of current ranging from 20 to 200 
kilowatt hours for each of 4-, 6-, 8-, 
and 10-room houses. 

The cities were arranged in each of 
these twenty tables in the order of 
cost from the lowest to the highest. 
This report was released on Novem- 
ber 15, 1934.4 A chart was also pre- 
pared for a 6-room house showing 
graphically the variations in costs for 
60 kilowatt hours.* In February, 

1See Pustic Utmires Fortnicutty, Vol. 
XV, No. 3, January 31, 1935, p. 151. 


2See Pustic Utmities Fortnicutiy, Vol. 
XV, No. 7, March 28, 1935, p. 369. 


1935, the Federal Power Commission 
released a more comprehensive study 
of domestic electric rates which fol- 
lowed very closely the form and meth- 
od of analysis of my 1934 studies. 
Neither of these reports is entirely 
satisfactory. They do permit of con- 
clusions as to relative costs of electric- 
ity in cities at opposite ends of the 
tables. But for cities that are close 
together the method offers no conclu- 
sion whatever. It can readily be stat- 
ed from such tables that both the 
Cleveland (municipal) rate and the 
Cincinnati rate are lower than the 
rates in such cities as Miami, Trenton, 
New Orleans, and New York. But 
Cincinnati, Cleveland, Buffalo, Wash- 
ington, and St. Louis are all close to- 
gether near the top of the tables. 
Among these cities some are higher on 
some of the tables and lower on others 
than Cincinnati. No definite conclu- 
sion can be reached from these studies 
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as to the relative magnitude of rates in 
Cincinnati and Cleveland, for in- 
stance. Certain groups of customers 
receive higher bills and other groups 
receive lower bills in one city than they 
would in the other. When I am asked 
if our rate is higher or lower than 
the Cleveland rate and start to explain 
that—that depends—I am met with a 
very bored expression. What is want- 
ed is a positive answer. Either it is or 
it is not. 


y has occurred to me that this ques- 
tion as to relative magnitude of 
rates might be looked at from the 
viewpoint of comparisons of gross 
revenue which the rates would pro- 
duce for the utility company from the 
consumers. We have in Cincinnati a 


very thorough classification of month- 
ly bills of residence customers for 


the year 1932. This classification 
includes 1,224,037 monthly bills. It 
shows the total number of bills from 
residents of 1-, 2-, 3-, . . . up 
to 39-room houses. All the bills for 
each sized house are grouped in blocks 
of quantity of consumption, that is, 
the data show how many bills are 
from 0 to 5 kilowatt hours, how many 
from 5 to 10 kilowatt hours, and so 
on up to the maximum bill from each 
sized house. By applying the Cincin- 
nati rate to this customer classifica- 
tion, the total gross revenue which 
would be produced for the company 
can be derived. By. assuming the 
Cleveland (municipal) rate to be in 
effect in Cincinnati and applying it to 
the same customer classification the 
total revenue which it would produce 
can be found. In both cases the rev- 
enue would be determined from the 
same number of customers, from the 


sale of the same total of electricity, 
and from actual existing data as to 
the proportion of customers in differ- 
ent blocks of use. 

I have made these time-consuming 
calculations for the 1937-38 Cincin- 
nati rate, the last one of the 4-year 
agreement, and for the (Cleveland 
municipal) rate, with the following re- 
sult : 


1937 Cincinnati rate produces $2,127,724 
Cleveland ( rome sa rate produces 2,204,985 

The Cleveland rate would produce 
$77,261, or 3.63 per cent, more reve- 
nue for the company, taking that 
greater sum from the people, than the 
Cincinnati rate would produce. Is it 
not fair then to say that the Cincinnati 
rate is a lower rate? 


O' course it is true that the classifi- 
cation as of 1932 is not exactly 
correct today. Because of the much 
lower rates that went into effect in 
1934 there has undoubtedly been a 
shift in the percentages of bills in vari- 
ous blocks of consumption. But 
every line of reasoning, including that 
of changed economic conditions be- 
tween 1932 and 1936, leads to the 
conclusion that this shift in percent- 
age is from the lower consumptions to 
higher consumptions. As between the 
Cincinnati and the Cleveland rate 
such a shift would increase the dif- 
ference between the revenues to be de- 
rived. An inspection of Table III in 
shortened form will show this. 

Since all published tables, including 
my own, have heretofore tended to in- 
dicate that the Cleveland (municipal) 
rate was the lowest in the country it 
may be well to look at a few facts. 
First it is desirable to set forth the 
rates themselves : 
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Tasre I 
1937-38 Cincinnati Rate 
First 5 kw. hr. per room 


” ” 


Minimum bill—10¢ per room but not less 
than 60¢. 

For purposes of calculating bills, no house 
is considered as having less than 4 rooms. 


Taste II 
Cleveland Municipal Rate 
Service charge per bill 
First 600 kw. hr. 


Minimam bill—60¢. 

HE above tables show that in 

Cleveland a customer, after hav- 
ing the 15-cent service charge entered 
on his bill, is charged at the rate of 
2.9 cents for every kilowatt hour up 
to 600 kilowatt hours. But 99.98 per 
cent of all the actual monthly resi- 
dence bills in Cincinnati are under 600 
kilowatt hours. For electricity over 
600 kilowatt hours and up to 2,400 
kilowatt hours the Cleveland customer 
pays at the rate of 2.5 cents. Since 
the largest quantity of electricity 
shown on any monthly residence bill 
in Cincinnati is 1,180 kilowatt hours 
all of the electricity that is not paid for 
at the rate of 2.9 cents would be paid 
for at the rate of 2.5 cents, and on 
only 0.02 per cent of the bills would 
there be any electricity at this second 
step price. The third step of 2.0 cents 
and the fourth step of 1.5 cents per 
kilowatt hour, after using 3,200 kilo- 


watt hours in one month, look well in 
the tabulation of a rate, but they are 
imaginary so far as any actual sig- 
nificance to the people of this city is 
concerned. There just would not be 
any electricity sold to residents at less 
than 2.5 cents per kilowatt hours if 
the Cleveland rate were in effect here 
in Cincinnati. I wonder if there is 
any current sold to residents at the 
last block rate in Cleveland, and if so, 
what per cent of the total electricity is 
sold at that price, and on what per cent 
of the bills does any electricity at that 
price appear? 


DP ge nsscquyng to this situation, what 
does the Cincinnati rate do? 
There is no service charge. The rate 
starts at 4.0 cents per kilowatt hour, 
drops to 3.0 cents after a consumption 
equal to five times the number of 
rooms, and to 1.5 cents after a con- 
sumption equal to ten times the num- 
ber of rooms. In other words, under 
the Cincinnati rate, customers living 
in 1-, 2-, 3-, and 4-room houses get all 
electricity in excess of 40 kilowatt 
hours at the rate of 1.5 cents. And 
52.3 per cent of the 1,224,037 month- 
ly bills are from 4-room houses or less. 
In 5-room houses the excess over 50 
kilowatt hours, in 6-room houses the 
excess over 60 kilowatt hours, and so 
on, is at the rate of 1.5 cents. Com- 
pare this to the Cleveland rate that 
runs constant at 2.9 cents for 600 kilo- 


e 


it seems a fair conclusion to say that the rate 


qi: already agreed upon for Cincinnati for 1937-38 is not only 
a lower rate than that of the Cleveland municipal plant, 


but it is a rate of better form, more adaptable to the in- 
creasing uses of electricity, and the comforts which it 
brings.” 
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watt hours and does not reach 1.5 
cents unless and until (?) 3,200 kilo- 
watt hours have been used! 

In Cleveland only that money on 
the monthly bill in excess of $78.55 
is for residential electricity at the rate 
of 1.5 cents per kilowatt hour. In the 
1937 Cincinnati schedule all money in 
excess of $1.40 for 4-room houses or 
less, $1.75 for 5-room houses, $2.10 
for 6-room houses (all money in ex- 
cess of 35 cents per room), is for con- 
sumption of electricity at 1.5 cents per 
kilowatt hour. 

The kilowatt-hour consumptions at 
which both rates produce the same bill, 
at which the Cleveland rate produces 
the lower bill, at which the Cincinnati 
rate produces the lower bill, and the 
per cent of the total annual monthly 
bills for each is given in Table III 
shown below. 


Ore in this report does not permit 
me to give the complete details of 
the customer classification. However, 
it is important to have some indication 
of the distribution of the bills by size 


of houses and consumption. These 
data are shown in abbreviated form in 
the following tables (Table IV and 
Table V): 


Taste IV 
Per Cent of Bills for Different Consumptions 
Over 25 kw. 
” 50 ” 
100 
200 


400 
600 


Maximum bill shows consumption of 1,180 
kilowatt hours. 


TABLE V 
Per Cent of Bills in Different Sized Houses 
In houses of 4 rooms or less 
” ” - ; ” ré more 


” 9 
” 11 
” 16 
” 21 


The largest house for which there was any 
bill was 39 rooms. 

The question naturally arises as to 
whether or not the distribution of bills 
among the various consumption and 
among the various sized houses is 
typical of American cities of corre- 
sponding size. If this classification 
could be accepted then it would be 
possible to compare the electric rates 
by the method here set forth for those 
cities that have block form rate sched- 
ules or room rate schedules where the 
rooms are counted under the same 
conditions as they are in Cincinnati. © 
It would not be possible to make such 
comparisons for cities having area or 
connected load variable schedules. 


e 


Taste III 


Consumptions Bet. 
Which Bills 
Size of Are the Same 
House by Both Rates 


%o of 
Bills 


Consumptions Bet. 
Which Bills 
Are Lower by 
Cleveland Rate 


Consumptions Bet. 
Which Bills 
% of Are Lower by 
Bills Cincinnati Rate 


50 Over 46.4kw. hr. 
” 46.4 ” ” 


52 
62 
64 
69 
63 
56 
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Importance of Cheap Rates under 200 Kilowatt-hour Use 


ce HERE ts not going to be much increase in electricity used by 

people who have been using over 200 kilowatt hours per 
month, no matter how cheap it is. The field for electricity to bring 
greater comfort and convenience to people lies in making it cheap 


under 200 kilowatt hours. 


What a rate is for electric- 


ity over 400 kilowatt hours is really not a practical factor in 
consideration of its use for city dwellers.” 





HERE are 19 cities, among the 95 

of over 100,000 population, that 
have a population over 400,000. 
These are as follows: 


Baltimore, Md. 

I SINS osc dn swesees wc seeces 

EE  eiecigandeeseaewee is 

Serer 3,523,400 

Cincinnati, Ohio 

Cleveland, Ohio 923,200 

Detroit, Mich. ....... Bo Sahl wid 1,720,700 

ees rer re 416,300 

Be I OE, nvccccccccconess 1,385,000 
603,500 


a i 
481,700 
448,400 


Minneapolis, Minn. 


Philadelphia, 
CE, occ ccensesasreesee 
_ 2 fo err eres 
Se I, GE, os ccc cisionece 
Washington, D. C 

Of the above cities, according to 
the latest information which I have, 
the rates in use in each except Boston, 
Chicago, Detroit, Kansas City, Mil- 
waukee, Minneapolis, and Pittsburgh 
are the straight block form. Boston 
has an area variable rate and would 


not fit the classification. Pittsburgh 
has a number of rates applicable to 
different types of residential service 
and considerably more detail would be 
needed to determine what revenue 
would be produced in Cincinnati on 
the Pittsburgh rates. It is probable 
that the Chicago, Detroit, Kansas 
City, and Minneapolis rates could be 
used to determine what revenue 
they would produce from Cincinnati. 
They have room variable rates and 
from the schedules which I have on 
file there is no indication of a different 
basis of room count. There are some 
variables in the minimum number of 
rooms to be considered in figuring 
bills but the customer classification 
available is of sufficient range to take 
care of this variation. The Milwaukee 
rate has a different method of comput- 
ing rooms and careful consideration 
would have to be given as to whether 
that rate could be used in connection 
with the Cincinnati classification. 
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ly the per cent of distribution of bills 
among houses of different sizes 
and among the different quantities of 
electricity consumed are the same, a 
comparison of the gross revenues pro- 
duced would have the same relative 
standing even though the rates were 
those of cities of vastly different size. 
So far as the local application of this 
method is concerned the question as to 
whether or not the per cent of dis- 
tribution in Cincinnati is typical of 
that in other cities would not enter 
in in determining what certain rates 
would do locally. 

The problem points to an interest- 
ing study of the characteristics of cus- 
tomers’ classifications. Would only 
0.02 per cent of the annual monthly 
bills in other cities exceed 600 kilo- 
watt hours? Would approximately 
28 per cent of all the bills in other 
cities be under 25 kilowatt hours and 
would the distribution in percentages 
be approximately as shown in Table 


IV? If it were possible.to get to-. 


gether such data from/a number of 
cities and it was found that the char- 
acteristics were approximately the 
same, it might be possible to set up a 
standard distribution of percentage of 
bills and quantity of electricity for the 
purpose of determining the relative 
gross revenues which rates would pro- 
duce. Or if the characteristics were 
very close the classification from any 
one city could be used as a basis for 
such comparison. Such a study 
would mean work—lots of it, but it 
would be worth while. 


Seay IV showing that only 0.11 
per cent of all bills are over 400 
kilowatt hours, only 0.02 per cent over 
600 kilowatt hours, and the maximum 
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consumption on any residence bill only 
1,180 kilowatt hours substantiates the 
statement made before the meeting of 
the American Society of Municipal 
Engineers last fall that rate structures 
in many cities are theoretical and 
meaningless. There are cities that 
have residence rate schedules that, like 
Cleveland, do not reach the lowest 
block until many thousand kilowatt 
hours have been used. The most ex- 
treme case is San Antonio, Texas, 
where the lowest rate becomes appli- 
cable after 20,000 kilowatt hours have 
been used in one month. 

Out of the 1,224,037 residence bills 
in the city of Cincinnati in the year 
1932 only 1,365 were for more than 
400 kilowatt hours. One thousand 
two hundred and thirty of these were 
from people who live in homes of 
eight rooms or more. Table V shows 
that 52 per cent of all the bills come 
from homes of four rooms or less. 
There are only 18 bills of the 1,365 
bills over 400 kilowatt hours from 
homes of four rooms or less. 


O' what practical value to the 
masses of common people are 
rate structures that reach low prices 
for electricity over even 400 kilowatt 
hours? The lower rates in Cincinnati 
are going to increase the. use of elec- 
tricity. The total residential electric- 
ity divided by the total number of resi- 
dence customers is undoubtedly larger 
today than in 1932 and will probably 
be still larger in the years to come. 
But that is chiefly because electricity 
has been made cheaper by our rates 
for such quantities as are likely to be 
used in homes equipped with the usual 


8 See Pusric Uritities Fortnicutty, Vol. 
XVI, No. 11, November 21, 1935, p. 707. 
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electrical conveniences. Those homes 
that were using from 150 to 250 kilo- 
watt hours per month in 1932 already 
have those conveniences. They are, 
in general, the homes of people that 
have not been restrained because of 
the size of the monthly electric bill. 
They already have the modern elec- 
trical home equipment. 

There is not going to be much in- 
crease in electricity used by people 
who have been using over 200 kilo- 
watt hours per month, no matter how 
cheap it is. The field for electricity to 
bring greater comfort and conven- 
ience to people lies in making it cheap 
under 200 kilowatt hours, so that the 
28 per cent of bills that in 1932 used 
under 25 kilowatt hours per month, 
and the 62 per cent that used under 50 
kilowatt hours, may be encouraged to 


purchase electrical home devices that 
will bring them greater comfort and 
happiness and will raise their con- 
sumption to the higher brackets. It is 
the increasing of the use of electricity 
in these homes to a use of from 100 
to 200 kilowatt hours per month that 
will increase the average consumption. 
What a rate is for electricity over 400 
kilowatt hours is really not a practical 
factor in consideration of its use for 
city dwellers. 

With consideration of the facts here 
given it seems a fair conclusion to say 
that the rate already agreed upon for 
Cincinnati for 1937-38 is not only a 
lower rate than that of the Cleveland 
municipal plant, but it is a rate of bet- 
ter form, more adaptable to the in- 
creasing uses of electricity, and the 
comforts which it brings. 





Regulatory Commissions Are Not Supreme 


T 4 Am source of concern to the commission is the widespread 
popular misconception of misunderstanding of its jurisdiction, 
functions, and authority. It is surprising to know the number of people, 
many of them well informed, educated, and prominent in business and 
professional life, who think that the commission can lower or increase 
rates at will and arbitrarily fix a value for property on which the owner 
may be allowed to earn, and by its ipse dixit say what the return to 
an owner shall be and what rates he may charge the public for the 
service he renders. It is unnecessary to state the contrary to be the 
fact to this audience, which knows that every man, good or bad, 
innocent or guilty, powerful or weak, rich or poor, including a utility, 
is entitled to his day in court and that no tribunal, even of the legislative 
complexion of a public service commission, can, against the owner’s 
wish and without his consent, take from him his property, even for the 
public use and common good, without giving him notice and opportunity 
to be heard.” 
—Hon. Joun J. Preston, 
Chairman, West Virginia Public Service Commission. 
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Kilowatts to Burn 


What to do with 300 kilowatt hours a month 
in the average home something of a 
problem for the housewife 
By WARREN M. PERSONS 


HE average home in the United 

States could readily use 300 kilo- 
watt hours a month, 3,600 kilowatt 
hours a year, without stretching the 
point.—As there are roughly 25,000,000 
homes in the United States, this would 
require 90 billion kilowatt hours annual- 
ly, roughly eight times the present resi- 
dential consumption. 


* 
WAS reading an article on “Yard- 
I sticks and Birch Rods” in Har- 
The 
authority? Mr. Leland Olds of the 
Power Authority of the State of 
New York. 

Mr. Olds’ sentences, pregnant with 
figures, struck home. For I live in 
one of the 25,000,000 homes. That 
is, if I really live when, as I suspected, 
hundreds of kilowatt hours pass me by 
each year—and if a 4-room apartment 
in New York city is a home. 

“How many kilowatt hours enliven 
our home life each month?” I asked 
my wife. I knew she had the answer, 


pers Monthly Magazine. 


for she keeps records of such things. 

“The most that we have ever used 
in one month is 100 kilowatt hours— 
last January.” 

“We must do something about it,” 
I replied with conviction. 

“Do you mean that we should econ- 
omize on electricity? Now let me tell 
you—” 

“Just the opposite,” I said. “The 
deficiency in our best month is precise- 
ly 200 kilowatt hours. In fact, we 
could readily use 3,600 kilowatt hours 
a year or an average of 300 kilowatt 
hours a month. The only reason we 
do not use this amount is the high 
cost of kilowatt hours. Authority 
says so. For instance, in New York 
city for domestic consumption over 
125 kilowatt hours per month, the ex- 
cess would cost 2 cents per kilowatt 
hour. If we could buy additional 
kilowatt hours for one cent apiece in- 
stead of 2 cents, we could cook with 
electricity instead of gas—” 
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“Not with a_ gas we 
couldn’t,” she interrupted. 

“Of course, we would have to buy 
an electric range—or induce our land- 
lord to install one. What I am think- 
ing of is, first, to abolish gas, which 
reeks of the gay nineties, and second, 
to reduce operating costs.” 


“Ne see here,” she began, “I 
keep the accounts, pay the 
bills, and use the electric appliances— 
thank God for them. But you and 
your Leland Olds talk as though you’d 
invented kilowatt hours and felt you 
just had to convert unbelievers. I 
have been thinking how I could utilize 
electricity for years. I have visited 
the electrical appliance shows. I have 
consulted the utility company’s engi- 
neers and had them make estimates. 
You talk about averages. But our 
problem is specific, and so is the prob- 


stove, 


lem of every family. Here are the 
facts: 

“We have electric lighting, radio 
set, flatirons, vacuum cleaner, sewing 
machine, toaster, refrigerator, and 


fans. We would not use them more 
freely if kilowatt ‘hours cost nothing. 
Our maximum monthly electric bill at 
current rates is $4.80 plus 10 cents 
city sales tax. We have a good gas 
range and electric refrigerator which 
go with the apartment. Hot water is 
supplied. 

“As to your first point, I am per- 
fectly content to continue cooking 
with gas. As to your second point, I 
have priced electric ranges and had the 
utility engineers estimate the cost of 
installation in this twelfth floor apart- 
ment. A range would cost at least 


$100 and heavy service wires would 
have to be put in from the street, cost- 
ing over $400. To start with, our in- 
vestment in electric range and wiring 
would be at least $500. The interest 
on that amount alone, at 6 per cent, 
would be $2.50 a month. Then, there 
is depreciation and cost of current to 
be added. Do you know that our 
monthly gas bill has never exceeded 
$2.30? The engineer told me that 
equal service from an electric range, 
even at the TVA rate of 14 cents a 
kilowatt hour, would cost $2.62 a 
month.” 


“H™ about air conditioning?” I 
ventured. 

“T had an estimate made on that, 
too. It would cost $2,000 to install 
—and where would we put the—” 

“You win,” I said, ““we won’t use 
our 3,600 kilowatt hours a year until 
our landlord at least provides the wir- 
ing for them to get into the apartment. 
So far as I am concerned, he will have 
to supply the places for them to go 
after they get in. Let Leland Olds 
convince him. I wonder if there is 
anything else in this magazine worth 
reading.” 

But my wife had the last word: 
“Thirty six hundred kilowatt hours 
with no place to go. I won’t have a 
lot of loose kilowatt hours cluttering 
up my house even though the Tennes- 
see Valley Authority asserts ‘the pub- 
lic interest in the widest possible use 
of power is superior to any private in- 
terest !’ 

“My motto is, a place for every 
kilowatt hour we buy and every kilo- 
watt hour in its place.” 


























Value-of-the-service Factor 
in Utility Rate Making 


Part III 


In the previous articles the author discusses various concepts of value 
of service and their application in rate cases (see Pusiic UTILITIES 
FortNIGHTLY, March 12th and March 26th issues). In the present and 
concluding article the author continues his analysis and reaches the 
conclusion that value of the service is a potent force in pricing utility 


services, but that vigorous 


exacting research and 


study are 


required to develop its potentialities and fullest usefulness. 


By GEORGE J. EBERLE 


ANY commission decisions re- 
M flect confused thinking upon 
the differences and relation- 
ships between cost of service, value of 
service, and ability to pay. A few 
will be cited to disclose some of the 
misinterpretations and misapplications 
which have been made of these funda- 
mental concepts. 

In a decision involving a reduction 
of electric rates the regulatory body 
made the following statement bearing 
upon the basis for determining the 
reasonableness of the existing rates 
which it said must be judged by the 
value of the service rendered and not 
by the profits of the company : * 

. the only way by which the value 


of the service can be ascertained in a case 
of this kind is by examining the company’s 


14 New Brunswick Board of Commissioners 
of Public Utilities, City of Moncton v. Monc- 
ton Tramways, Electricity & Gas Co. Ltd. 
P.U.R.1932B, 368, 373. 


records, its capital account and income, and 

all elements that should be considered in 

establishing a proper rate base upon which 

the company is to be allowed to base its 

earnings. 

This infers that cost of service is 
a determinant of value of service. 
How can cost to the producer, for in- 
stance, measure the value of electric 
service to the individual consumer ? 

The value of service to the individ- 
ual is dependent upon the comparative 
satisfactions derived, while the cost 
per unit is determined by the operat- 
ing expenses, fixed charges, and re- 
turn required to produce the service. 
If cost measures this value then the 
price, or rates, would always tend to 
be equal to cost, assuming that ability 
and willingness to pay do not inter- 
fere. But this is not true. 

The prices or rates paid for a par- 
ticular service, or for whole schedules 
of service, as shown, are often above 
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or below the actual cost, and if a serv- 
ice is consumed for a considerable 
time the price paid is always less than 
the value of the service, otherwise ulti- 
mately there would be no purchases. 
The consumer demands a margin in 
value received over and above the 
price paid or cost to him. 


Pag value of service is measured 
by cost to the company was held 
by the Connecticut commission in 
1934 in the Ansonia Water Case cited 
and is subject to the same criticism as 
the foregoing quotation. The com- 
mission said “clearly the value of the 
service is the cost to the company, 
honestly and economically managed, 
. ..’% Under the previous discus- 
sion, Part I, reference is made to an 
article by Clyde Olin Fisher, in which 
he severely criticizes the Connecticut 
commission for ignoring value of 
service as a factor in rate making. 
Mr. Fisher testified for the consum- 
ers in this Ansonia Water Case and in 
the Portland Water Case. In his arti- 
cle he measures the reduction in pur- 
chasing power of the consumer during 
a period of years by the decrease of 
such indices as bank debits to individ- 
ual accounts, bank deposits, and em- 
ployment, and the increase in unpaid 
property taxes and relief expenditures 
which are then compared with the 
changes in gross revenue of the utility. 
The indexes of decreased purchasing 
power disclosed a much greater varia- 
tion than the reduction in utility reve- 
nues during the depression. He con- 
cludes, therefore, that the utility has 
collected such a larger proportion of 
the consumer’s dollar that the charge 
has exceeded the value of the service. 


18 Docket No. 5973, July 10, 1934. 


His general and specific statements 
are as follows: 

If the utility corporation during a period 
of greatly decreased purchasing power col- 
lects from its customers a sum of money 
which represents a greatly increased por- 
tion of their purchasing power, the com- 
pany is charging in excess of the value of 
the service. 

If there is any validity in the principle 
that a public utility is charging in excess 
of the value of the service rendered by it 
when over a period of years, with no sub- 
stantial change in the quantity or quality 
of services given, it attracts to itself an 
increasing portion of the consumers’ pur- 
chasing power, it seems conclusive that in 
1933 the Portland Water Company was 
charging for its service a price in excess 
of the value to consumers. 

M:* Fisher infers that value of wa- 

ter service decreased with the 
reduction in buying power, or ability 
to pay, in fact decreased to such an 
extent that the price was in excess of 
the value of water service. This is 
erroneous in the light of the foregoing 
discussion. 

The value of water service to most 
individuals, subjectively considered, 
was just as high during the depression 
as during prosperity, probably higher. 
What really happened was that due to 
decreased income the margin between 
the ability to pay and the price, or 
cost of water to the consumer, had de- 
creased, but evidently not to the 
breaking point because the revenues of 
both utilities were well maintained 
during the depression. If it were 
true, as Mr. Fisher claims, that the 
price charged was in excess of the val- 
ue of the service, then the curtailment 
of water consumption would have 
been drastic because consumers. will 
not pay for long in excess of the value 
of the service. 

The commission and Mr. Fisher 
both appeared to miss the point that 
not water alone, but all other necessi- 
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ties such as food, clothing, and shelter 
had taken an increased portion of the 
consumers’ dollar, and there is no rea- 
son for singling out utility charges as 
being outstandingly oppressive. The 
Federal administration in fact tried to 
increase prices to the 1926 level during 
the depression and thus increase the 
burden of necessities. 


INCE the Connecticut commission 

holds that cost of service deter- 
mines value of service, and since Mr. 
Fisher in his article criticizing the 
commission does not differentiate be- 
tween ability to pay and value of serv- 
ice, we reach the ridiculous situation 
where the three concepts are consid- 
ered basically the same.” 

The margin referred to is generally 
not understood. In another electric 
case where the rates to large power 
users yielded little profit and the rates 
to small domestic and commercial 
users were noncompensatory, but still 
the utility earned in excess of a fair 
return, the commission stated that the 
other electric rates must exceed the 
value of the service. The statement 
was: 


. the electric utility is earning 
substantially in excess of a fair return, 
there is no escape from the conclusion that 
the rates in between those named must be 
high rates, and the inference is clearly sup- 


16 Journal of Land & Public Utility Eco- 
nomics, February, 1935. 


ported that they are in excess of the rea- 
sonable value of the service.!7 


The high rates so condemned had 
probably been in force for a long time, 
and they were not in excess of the 
value of the service, but what the com- 
mission should have said is that the 
margin between the price paid and the 
value of the service of these high rates 
was much smaller than such margins 
of the various low rates, and there- 
fore, discrimination existed and rec- 
tification was necessary. 


i would appear reasonable to as- 
sume that prices paid for utility 
service over a period cannot be higher 
than the value of the service, even 
under certain monopoly conditions. 
This thought has been expressed by 
the public service commission of West 
Virginia when it stated that a rate 
should never be increased above the 
maximum limit of the reasonable val- 
ue of the service rendered.” 

Where the cost of service, as meas- 
ured by bare out-of-pocket costs, is 
above the value of the service, or, stat- 
ed in another way, where the value of 
service to patrons may be less than 
such costs, the particular service, or, 
if it applies, the whole utility, is in 


17 Alabama Public Service Commission v. 
a, Electric Co. P.U.R.1932D, 148, 


18 Vol. 4, P.U.R. Dig. 3137. 


e 


for utility service over a period cannot be higher than the 


gq “It would appear reasonable to assume that prices paid 


value of the service, even under certain monopoly condi- 
tions. This thought has been expressed by the public service 
commission of West Virginia when it stated that a rate 
should never be increased above the maximum limit of the 
reasonable value of the service rendered.” 
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jeopardy and faces abandonment. A 
commission confronted with these 
conditions should insist upon charg- 
ing minimum cost rates for particular 
services if it is at all possible, and, in 
the case of the whole utility, make a 
thorough investigation to determine 
whether the utility is suffering from 
general inefficiency of operation, or is 
woefully weak in sales effort, or 
should regrade its service to fit the 
classes of purchasing power, or im- 
prove it so it is worth more. The util- 
ity, as has been formerly stated, may 
be suffering from past overextensions 
and overcapacity, thus its rates may 
have to be below any type of cost to 
meet the value of service standard ei- 
ther for all services or for particular 
ones. 


i? a telephone case a commission 


states that cost of service is the 
only standard and refuses to consider 
the value of service concept under any 
consideration.” 

Much the same criticism which ap- 
plies to the above statement applies to 
the former quotation of the New 
Brunswick commission. However, 
the latter statement is more drastic, 
and hence the position more untenable, 
because the commission first absolute- 
ly discards the value of service basis 
and then states that cost of service is 
the only measure for rate making. 
The opinion of the commission in that 
case which states that value of service 
to some consumers is less than the 
price paid no matter how low the rates 
were made is inerror. As stated pre- 
viously, possibly such a condition 
could exist temporarily, but not in- 
~ 19 Oregon Public Service Commission, in 


Re Pacific Teleph. & Teleg. Co. P.U.R.1922C, 
248, 258. 


definitely. In fact, the commission 
contradicts itself in the same decision 
and upholds the value of the service 
principle unequivocally when it states : 


Statements that any service is worth noth- 
ing may be dismissed without consideration. 
Men do not apply nor continue to pay for 
that which is worth nothing to them. It 
is important, however, that a charge be just, 
whether great or small.20 
It was held in a gas case that rates 

for lighting and heating should be the 
same regardless of the value of the 
service because “The cost per unit to 
the company is no greater for one 
class of service than for the other.” 
Then the commission quotes the 
Pennsylvania Supreme Court with ap- 
proval as follows: 


The regulation in question seeks to dif- 
ferentiate the price according to the use 
for heating or for light. It is not claimed 
that there is any difference in the cost of 
the product of the company, the expense of 
supplying it at the point of delivery, or its 
value to the company in the increase of 
business or other ways. . The real 
argument seeks to justify the difference in 
price solely by the value of the gas to the 
consumer as measured by what he would 
have to pay for a substitute for one pur- 
pose or the other if he could not get 
the gas. This is a wholly inadmissible 
basis of discrimination.2! 


cy does not care to imagine how 
the use of public utility services 
would be restricted if the edict of 
these decisions were made the absolute 
law of the land in rate making; name- 
ly, that if costs are equal rates should 
be equal regardiess of the value of the 
service. Such rigidity of policy de- 
stroys all the fine points of pricing 
utility services and would reduce the 
consumption to such an extent that the 
cost per unit to all consumers would 
be higher. Developmental or promo- 


rd og Pacific Teleph. & Teleg. Co. supra, at 


p. 
%1 Baily v. Fayette Gas-Fuel Co. (1899) 
193 Pa. 175, "183; P.U.R.1915E, 763, 790. 
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Effect of Ability to Pay on Rate Making 


— theory ability to pay attempts to fix rates so 
as to collect utility revenue with the least effort 
on the part of the company because of the unwilling- 
ness of consumers to part with their money is reduced 
to a minimum, or stated in another way, the willing- 
ness of consumers to pay is at a maximum. This 
psychological factor is more important than is often 
realized since it influences the whole undertone of 


public relations.” 





tional rates could not be charged be- 
cause both value of service and ability 
to pay could not play a part in deter- 
mining rate schedules. 

Holding that comparisons of the 
values of various services in use by 
the consumer or the commission are 
not permissible as a factor in deter- 


mining rates, the state corporation 
commission of Virginia in the follow- 
ing quotation strikes at the very heart 
of the value of service concept. It al- 
so confuses the cost of service with 
the value of the service, stating that 


the former measures the latter. In its 
decision involving an application for 
an increase in rates by the United Fuel 
Gas Company, the commission said: 


In this connection counsel for applicant 
argue that natural gas, by reason of its 
recognized value as a fuel for certain in- 
dustrial enterprises, and on account of the 
added comfort and convenience incident to 
its use as a domestic fuel as compared with 
other available fuels for that purpose, the 
gas as such possesses an intrinsic value in- 
herent in its natural characteristics that 
should be taken into consideration in fixing 
the rates to be paid therefor. We could 
apply the same argument in favor of elec- 
tricity as a more desirable substance for 
heating and lighting purposes than gas. 
However, we are clearly of opinion that, 
in fixing rates for natural gas, we should 
not be guided or influenced by the fact that 
it is more desirable as a substance for heat- 
ing and lighting than other available fuels, 


but should only be guided and controlled 
by the reasonable value of the service ren- 
dered and commodity supplied. This value 
should be such as will secure to the pro- 
ducer a fair return for its investment and 
enterprise, and at the same time be within 
reasonable limits, such as the consumer can 
afford to pay.% 
pd can value of gas service in 
this case be determined without 
making comparisons with other light 
and heat agents? Whether the do- 
mestic consumer, for example, will 
use gas as fuel for cooking depends 
upon his comparative appraisal of all 
other fuels available, such as wood, 
coal, peat, petroleum, kerosene, gaso- 
line, electricity, etc. He measures 
their heating efficiency, the conven- 
ience of handling, freedom from 
odors, cleanliness, and safety. He 
considers the prices or costs and his 
ability to pay. Finally decides upon 
a purchase. The fact that he consid- 
ers prices does not mean that it is a 
factor in determining value of service. 
Of course, when the question of 
changing fuels confronts a consumer, 
he considers not only the prices of the 
various fuels, but the cost of convert- 
ing or purchasing new appliances, the 
continuity of the supply, the probable 


#2 P.U.R.1918C, 193, 236. 
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changes in prices, as well as other mat- 
ters either tangible or intangible. 

In the following quotation the in- 
ference is that ability to pay and value 
of service in production can be used 
interchangeably : 

There is another side to this question, that 
which concerns the exaction of higher rates 
from those whose ability to pay is greater. 
This has occurred, to some extent, on the 
railroads, but the trend is away from it and 
toward the cost of service principle. In a 
1921 case, the commission admitted that, 
where the value of the service permits, some 
high-grade commodities carry more than 
their share, so that low-grade commodities 
necessary to existence might be transported, 
but held that this did not establish the rule 
that rates should be based on the value 
of the service to the shipper. It is 
doubtful whether ability to pay has been 
accorded as much recognition in the other 
public utilities as has been ofiven it in the 
field of rail transportation. 

IX the creation of place utilities by 

transport there is a close relation 
between ability to pay and value of 
service. Furthermore, the value of 
service can be quite definitely meas- 
ured in money where place utilities are 
used in further production. But this 
is not true in all cases of creating place 
utilities. The value in use of such 
commodities as industrial coal, sand, 
gravel, rock, lumber, and cement after 
transport is quite definite, and the abil- 
ity to pay depends upon this value, but 
the movement of the office records of 
an industrial concern from one city 
to another has aspects of intangible 
values which cannot be measured ac- 
curately and the ability to pay for such 
service is not so closely related to these 
values. 

Water used as an ingredient in a 
product offered for sale has a definite 
value in use and the ability to pay de- 
pends upon that use, but water used to 


23 Journal of Land & Public Utility Eco- 
nomics, August, 1933, pp. 264, 265. 


clean the factory premises, or water 
the lawns, is in a different category. 

Where gas and electricity are em- 
ployed as industrial power the ability 
to pay depends upon the money value 
in use, however, gas or electricity used 
for display lighting has intangible 
values which defy specific measure- 
ment. When personnel is moved to 
create good will, or maintain or im- 
prove public relations, there can be no 
precise gauge of value. Communica- 
tion service saves time and transporta- 
tion costs of personnel and the value 
is therefore tangible, yet many parts 
of telephone and telegraph service in 
business are intangible such as the val- 
ue in emergencies. 

From this analysis it is clear that 
ability to pay and value of utility 
service in business are almost identical 
in some cases, while in others they are 
as different as in individual consump- 
tion. Where the two are closely relat- 
ed and definitely measurable the pric- 
ing of utility services must be much 
more exact than where they are in- 
commensurable and intangible. Gen- 
erally the terms or concepts should not 
be used synonymously. 


| the Wisconsin Telephone Case the 
Wisconsin Public Service Com- 
mission stated that, “The ratio be- 
tween the charge made for a utility 
service and the income of the general 
public available for such payments is 
another measure of value of serv- 
ice.” * It may be contended-that this 
ratio is not a definite measure of the 
value of service in intimate consump- 
tion. Three constituents enter into 
this relationship—the family income, 
the telephone charge, and the value 


% P.U.R.1932D, 173, 264. 
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of service objectively measured. A 
change in any one constituent, ob- 
viously, will affect the relationship. 

Various analyses of the absence 
of, or probable relationship between, 
the ratio of the telephone charge to 
family income and the value of service 
suffice to establish the weakness of 
such a measure of value of service in 
intimate consumption proposed by the 
Wisconsin commission, and at least 
signify that further extensive study is 
required to fashion more appropriate 
measures. Furthermore, this gatio is 
likely to be a more unsatisfactory 
measure of potential value of service 
to the domestic consumer, although 
the commission evidently had in mind 
only actual value in use. 

N™ as to the appropriateness of 
the ratio of telephone charge to 
business income as a measure of actual 
value in use in further production, it 
may be stated in an off-hand way that 
the relationship is much closer, and 
therefore, more representative. 

The business income may be indica- 
tive of ability to pay, and ability to pay 
is in turn dependent to a considerable 
extent upon the value in use of utility 
services. However, the profitableness 
of a business, or the proportion of 
gross which is net, may not be shown 
by the size of the gross alone, and 


q 


would be higher. 


e 


hence, the ratio of utility charge to 
gross income may inaccurately meas- 
ure the value of service in use to the 
enterpriser except as the gross is a 
measure of the quantity of utility 
service required. Clearly, additional 
study and investigation is necessary to 
test the statements just made, and 
whether the ratio is applicable as a 
measure of value of service in busi- 
ness use. 

Relative to governmental and non- 
profit institutional consumption of 
utility services the ratio of charge to 
income as a measure of value of serv- 
ice has against it all the arguments 
outlined under intimate consumption 
when utility use is for intangible pur- 
poses, and all the arguments suggested 
under business consumption when the 
utility use is for production of tangi- 


ble things. 
| another part of the decision 
the Wisconsin commission, after 
showing the large loss in telephone 
stations during the first five months of 
1932 as compared with a similar peri- 
od during the previous three years, 
made the following statement: 


This indicates, in a concrete way, that 
the rates were in excess of the value of 
the service to these subscribers who dis- 
aut their service or were disconnect- 


#5 P.U.R.1932D, 173, 265. 


“Suc rigidity of policy [RATES FIXED STRICTLY ON BASIS 
OF COST OF THE SERVICE] destroys all the fine points of 
pricing utility services and would reduce the consumption 
to such an extent that the cost per unit to all consumers 


Developmental or promotional rates 


could not be charged because both value of service and 
ability to pay could not play a part in determining rate 


schedules.” 
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Possibly some of the discontinu- 
ances were due to the fact that the 
rates charged were in excess of the 
value of the service, but the majority 
most likely were caused by the declin- 
ing margin of satisfactions received 
from the expenditure of the telephone 
dollar as compared with the satisfac- 
tions which could be derived from 
other goods and services purchased 
for that same dollar; and stations 
were disconnected because the tele- 
phone dollar ceased to exist. The 
statement of the commission is too 
direct and inclusive. 

Finally, in closing the section on 
“Value of Service,” the commission 
uses this sentence: 

We further find that the services are not 
reasonably worth in excess of the rates fixed 
by this order. 

If the services, objectively measured, 
are not worth in excess of the rates 
fixed by the order no one would pur- 
chase them by all the tenets of con- 
sumption economics, because no one 
is interested in trading dollars. The 
buyer wants and is entitled to that 
often-mentioned margin above cost. 
What the commission should have 
said is that the rates ordered permit 
an adequate, or reasonable, margin 
of value in use above the cost of the 
subscriber. (This statement raises 
the question as to the meaning of sub- 
scriber—domestic, business, or gov- 
ernmental ? ) 


HAT the burden of a rate struc- 
ture should fall upon those best 
able to bear it, is to apply a principle 
of taxation to rate making. The rela- 
tionship between the outlay for utility 
service and the size of the individual 


% P.U.R.1932D, 173, 265. 


or family income, or the business prof- 
it, has definite application. Even the 
condition of municipal income or 
budget may be a factor in fixing util- 
ity rates for cities. 

Measurement of ability to pay is 
difficult, but there are general stand- 
ards which can be adopted that will 
form a groundwork for the approxi- 
mation and application of this concept. 
The classification of consumers should 
be based not only upon the broad dif- 
ferentiation of uses and costs, but also 
upon the various capacities to pay. 
Within a particular class of consumers 
the determination of steps of rates 
should take into account the income 
groups. 

In theory ability to pay attempts to 
fix rates so as to collect utility revenue 
with the least effort on the part of the 
company because the unwillingness 
of consumers to part with their money 
is reduced to a minimum, or stated in 
another way, the willingness of con- 
sumers to pay is ata maximum. This 
psychological factor is more impor- 
tant than is often realized since it in- 
fluences the whole undertone of public 
relations. Just like taxes, utility reve- 
nues should be obtained with the least 
friction, or to use a simile, should be 
extracted as painlessly as possible. 


Ob accord ability to pay its proper 
place as a determinant of rates 
much more factual data is required 
than is at hand at the present time. 
Domestic, agricultural, and institu- 
tional consumers, as a rule, have a 
lower capacity to pay than mercantile, 
manufacturing, and mining establish- 
ments. But data on income and profit 
groups should be at hand to apply fur- 
ther the taxation principle. 
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Our Refinement of Cost of Service 


— is probably no exaggeration that if the time, energy, and 

funds which have been needlessly spent upon the overrefine- 

ment of the cost of service principle, especially on repeated detailed 

inventoried appraisals, had been applied toward the perfection of 

the value of service and ability to pay principles the interests of the 

consumer, the utility enterpriser, and the public at large would 
have been advanced.” 





It is true that rates cannot vary 
with the financial circumstances of 
particular persons, or with the 
changes in their purchasing power 
from day to day, or month to month. 
This is palpably impractical. Such 
logic, however, does not discredit the 
whole ability to pay concept, because 
if this were so, the term “spread of 
rates” would be an empty phrase. 

On the basis of ability to pay, 
numerous water, gas, and electric 
rates do favor the small domestic con- 
sumer; telephone rates do favor the 
residential, rural, and service line sub- 
scriber ; freight rates do favor the low- 
grade commodities; street railway 
fares do favor the public and private 
school pupils; gas fuel and electric 
power rates do favor the industrialist 
able to employ competitive fuels and 
power, etc. In a telephone case the 
rates charged for single party tele- 
phone service exceeded the full cost of 


the service, and the differential be- 
tween single party and multiparty 
service was greater than usual, be- 
cause switchboard capacity was lim- 
ited.” In an electric case where rates 
were increased because a shortage of 
water power existed, the commission 
stated that it placed the burden upon 
those consumers who use the service 
for profit and not upon the small do- 
mestic consumers.” 


ts is apparent that the term value 
of service has been used loosely 
and misapplied in public utility rate 
making. There appears to be no dif- 
ferentiation between value of service 
to the domestic consumer, to the busi- 
ness consumer, or to the governmental 
consumer ; nor between potential and 
actual, tangible and intangible, direct 
and indirect value of service. Some 


#7 (Wis. 1924) P.U.R.1925A, 806. 
%8 (Nev. 1924) P.U.R. 1925A, 456. 
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of the literature pertaining to public 
utility regulation and economics is re- 
plete with confusion of the value of 
service concept with cost of service 
and ability to pay. Proper discrim- 
ination is mostly lacking. 

What courts, commissions, and util- 
ity rate makers should recognize is 
that value of the service and ability to 
pay should be employed to so enforce 
just discrimination by substantiating 
rates below the cost of service, at the 
cost of service, or above the cost of 
service for various classes and dis- 
tricts that utility usage attains its 
widest application ever approaching 
universal consumption, and that rates 
are balanced and equitably assessed. 
In other words, the concepts of value 
of service and ability to pay should 
be applied to broaden the base of cost 
of service from an _ out-of-pocket 
minimum to an above-total-cost maxi- 
mum. 

But the constitutional right to earn 
a fair return and practical economics 


demand that total cost, particularly of 
a utility system or corporate entity, be 
given first importance. 


OC gamenseig the tenets of con- 
sumption economics are violated 
in discussions of value of service by 
ignoring subjective valuation and its 
attendant, the margin of satisfactions, 
or consumers’ surplus. Value of serv- 
ice is a potent force in pricing utility 
services, but vigorous and exacting re- 
search and study are required to de- 
velop its potentialities and fullest use- 
fulness. It is probably no exaggera- 
tion that if the time, energy, and 
funds which have been needlessly 
spent upon the overrefinement of the 
cost of service principle, especially on 
repeated detailed inventoried apprais- 
als, had been applied toward the per- 
fection of the value of service and 
ability to pay principles the interests 
of the consumer, the utility enter- 
priser, and the public at large would 
have been advanced. 





Pioneer Trolley Service to End 
HE first electric street car system in the world is definitely headed 


for elimination as a result of the awarding of a 


20-year bus fran- 


chise to the Montgomery City Line, Inc., by the city commission of 


Montgomery, Ala. 


Replacing of the street cars with busses will mark the end of a trans- 
portation system that aroused wide interest when it was installed fifty 


years ago. 


Twenty persons made up the first passenger list of the 


“strange contraption that pulled itself’ by electricity, the first of its 
kind in the world, according to the Birmingham News. 
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Rail and Highway Competition 


N page 363 of Neil M. Clark’s article, 
“Trucking from Coast to Coast,” in the 
March 12th issue of Puntic Uriities Forr- 
NIGHTLY, he makes the following comparison: 


Business done Investment 


Railroads $3,000,000,000 $21,000,000,000 
Highway carriers $2,000,000,000 $1, 000; 000,000 


These figures seemed to me to demand ex- 
planation; so I wired Mr. Clark in the fol- 
lowing terms: 


YOUR ARTICLE CURRENT PUBLIC UTILITIES 
FORTNIGHTLY STATES RAILROADS REQUIRE 
TWENTY ONE BILLION INVESTMENT FOR THREE 
BILLION BUSINESS AND HIGHWAY CARRIERS 
DO TWO BILLION BUSINESS ON ONE BILLION 
INVESTMENT STOP RAILROAD INVESTMENT PRE- 
SUMABLY COMPRISES ENTIRE FIXED CAPITAL 
INCLUDING LAND TRACK ROADWAY BRIDGES 
TUNNELS STOP WHAT CONSTITUTES ONE BIL- 
LION HIGHWAY CARRIER INVESTMENT 


Mr. Clark replied by telegram as follows: 


FIGURES IN ARTICLE ARE APPROXIMATE AND 
TRUCK FIGURES INCLUDE AN ESTIMATE OF ALL 
FIXED CHARGE INVESTMENTS BUT OF COURSE 
DO NOT INCLUDE CAPITALIZATION OF TAXES 
PAID FOR UPKEEP OF PUBLIC HIGHWAY 


HIS is precisely what I surmised, and I 

submit, therefore, that the comparison 
made in Mr. Clark’s otherwise excellent article 
is heavily charged with invidiousness. To 
the extent that highway carriers can be put 
on a basis really comparable with the situa- 
tion obtaining among the railways there is 
little foundation for any contentions of eco- 
nomic superiority on the part of trucks and 
busses. The point is, the railroads pay for 
everything they get, and then some, while 
the highway carrier gets the public to provide 
him with everything he needs apart from 
rolling stock and the meager housing his busi- 
ness requires. His contribution in this direc- 
tion is wholly nominal, everything considered. 
The highway carrier is today’s white-haired 
boy because he is a sort of cousin to peripatetic 
America which rolls hither and yon on rubber. 
Popular sympathy is with him. It would be 
impossible to “expose” him, because the facts 
concerning the cost of his service would apply 


substantially to the operation of private cars. 
I have had ample proof heretofore that our 
people do not like to be told what the privilege 
of rolling around on rubber really costs them. 
There is only one answer: abolish taxation 
on all common carriers except for use or 
occupation of the public domain. 
—ALBERT J. FRANCK, 
Far Rockaway, N.Y. 


7 


The Detroit Plan 


ve review of the Detroit Plan appearing 
in the February 27th issue of the Fort- 
NIGHTLY interested me very much, and I 
appreciate your sympathetic attitude towards 
the rather ambitious venture upon which we 
are about to embark. 

This plan is the outgrowth of a serious 
effort on the part of the city administration 
and _ ourselves, finally acting together in the 
spirit of codperation, to compose certain rather 
wide differences between us which had reached 


the stage of litigation. The impelling motive 


which brought about this effort for an amica- 
ble adjustment was the desire by both — 
to have natural gas introduced into troit 
under the most auspicious conditions. 

Substantial concessions were made. The 
city abandoned its effort to restrain an in- 
crease in our rates which were promulgated 
in April last, and also its attempt to charge 
this company $1,500,000 per year for the use 
and occupancy of the streets. The company 
on the other hand agreed to a definite limita- 
tion of its earnings below those which were 
attained in previous years and readily again 
attainable under normal business conditions. 

Thinking you might be interested, I am 
enclosing a pamphlet which sets forth in print- 
ed form the consent decree in the circuit court 
and the consent decree in the Federal court, 
which put into effect the Detroit Plan. As 
to the legality of all of this there seems no 
doubt, and you will note that the circuit court 
retains jurisdiction in the matter. 


I NOTE your comments on the possible diffi- 
culties and cost of distributing consumer 
dividends by check, and it may well prove 
after trial that this method is unwieldy and 


a modification necessary. However, you will 
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note under § VII of the decree that the com- 
pany may, at its option, credit the consumer’s 
account in lieu of actually mailing checks. 
You will also note that the distribution of 
excess earnings is provided for only after the 
earnings have been acquired, whereas under 
the Washington Plan rates may have to be 
distributed after a good year even in the face 
of future declining business conditions. We 
here favor the former method. 

I hope the Detroit Plan will stand the test 
of time, and am glad you agree with us that 
the method adopted for fixing the rate base 
on a basis of earnings may have some future 


so, for after years of experience with and 
observation of rate cases, their laborious 
methods, legal technicalities, and unbearable 
costs, I, though in no sense a New Dealer, 
am at times almost ready to vote for any 
sort of a constitutional amendment if for no 
other reason than to get rid of our old friend 
Smyth v. Ames. 

I trust the enclosed pamphlet will interest 
you and I take this opportunity to express 
my appreciation to you and your associates 
for your admirable magazine, which for many 
years has been of real service and value to 
those of us who live on the firing line. 


. G. Woo.roLk, President, 


influence in providing an easier and less costly —W 
Detroit City Gas Company. 


means of establishing rates. I devoutly hope 





The Ideal Aim of Private Ownership 


¢¢ A REGIME of private enterprise and political liberty is, 1 am 
convinced, basically sounder than the Communism and 

the Fascism that today stand as its most contagious alternatives, 
but capitalism must, if it is to survive, effect one deep and 
drastic change in the still regnant philosophy it inherited from 
the Adam Smiths who rationalized its initial impulses. It 
must become as mass-conscious as collectivism. It must, gen- 
erally and not sporadically, put the social function of indus- 
trialism above the special interests of industrialists. Its 
primary and its secondary objectives must change places. It 
must make the increase, the enrichment, and the stabilization 
of life for the millions its first business. Private profit must 
be found as a by-product of the statesmanlike administration 
of this social function. Capitalism must, I repeat, become as 
mass-conscious as collectivism. For it becomes increasingly the 
mood of mankind to judge industrial systems by this criterion.” 

—GLENN Frank, President, 
University of Wisconsin. 








Financial News 


Pacific Gas & Electric to Benefit 
by Record Refunding 


aciFic Gas & Electric Company is 

the largest coast utility, with assets 
in the neighborhood of $725,000,000. 
It can also claim to be one of the largest 
operating electric and gas companies in 
the United States, being topped slight- 
ly by Consolidated Gas of New York. 
(It is taking measures to merge its few 
remaining subsidiaries, and operations 


are highly unified.) It serves a terri- 
tory of some 89,000 square miles in 
central and northern California (in- 


cluding San Francisco, Sacramento, 
Oakland, San Jose, and Fresno, to- 
gether with large rural areas) ; and op- 
erations being entirely intrastate, it is 
practically exempt from the provisions 
of the Utilities Act of 1935. 

The company is planning to merge 
with Great Western Power Co. of Cal- 
ifornia and Sierra & San Francisco 
Power Co., in which companies it has 
a very substantial interest (it owns all 
of the common stock of Great West- 
ern Power, together with most of the 
preferred ; and all common stock of the 
Sierra Company). Technical difficulties 
have delayed absorption of San Joaquin 
Light & Power Co. Its interests in cer- 
tain companies were acquired in 1930 
from the North American system 
which at the same time acquired a sub- 
stantial block of stock in Pacific Gas. 

Pacific Gas & Electric has had a rec- 
ord of consistent growth since organiza- 
tion in 1905, benefiting by the substan- 
tial gains in California’s population. It 


and 
Comment 


By OWEN ELY 


now furnishes electricity, gas, and in 
some areas other services to a popula- 
tion of nearly 3,000,000, electricity pro- 
viding about 70 per cent of revenues 
and gas about 29 per cent. 

At the end of 1934 the Pacific Gas 
system owned 47 hydroelectric power 
plants with installed capacity of 1,141,- 
115 horsepower and 11 steam plants 
with a capacity of 502,412 horsepower. 
In 1934 peak demand was about 60 per 
cent of installed capacity, average load 
being about 62 per cent of maximum 
demand, considered a satisfactory ratio. 
Interconnections are made with South- 
ern California Edison, Sierra Pacific 
Electric Co., and California~-Oregon 
Power Co. It is evident that the com- 
pany is well equipped to handle addi- 
tional growth in electric sales. 


ATURAL gas is obtained from the 
Kettleman Hills field, one of the 
largest natural gas areas in the world, 
and there are additional reserves in the 
Buttonwillow field. Gas is transported 
over two main pipe lines, one entirely 
owned and the other jointly owned with 
Standard Oil of California. While the 
company owns 15 gas manufactur- 
ing plants these are mainly “standbys,” 
about 97 per cent of its gas customers 
being served with natural gas. Owing 
to the low cost of gas more than one 
seventh of total output was used in 1934 
for electric generating plants. The gas 
business is very stable, about two thirds 
being to domestic consumers, 19 per 
cent to commercial and miscellaneous 
users, and 15 per cent industrial. 
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Introduction of natural gas in 1929 
has resulted in large savings to cus- 
tomers. 

Electric revenues are diversified, 31 
per cent in 1934 being sold to domestic 
customers, 29 per cent to wholesale- 
commercial, 17 per cent to retail-com- 
mercial, 13 per cent agricultural, and 
10 per cent miscellaneous. Average 
annual consumption by homes and bus- 
iness establishments has increased from 
510 kilowatt hours in 1921 to 975 in 
1934. 

The company’s rates are. very low. 
It has frequently lowered its electric 
rates; particularly benefiting commer- 
cial and residential customers, the aver- 
age revenue per kilowatt hour for this 
class of consumers having declined in 
the past twelve years from about 7 cents 
to 44 cents. A promotional rate offer 
was made during 1935 by which any 
domestic or commercial customer could 
obtain a discount of one half on any 
additional electricity consumed, as com- 
pared with the same month of the pre- 
vious year. 


1933 the company for the first time 
in its history challenged a rate re- 
duction order of the state commission 
for a cut in gas rates amounting to 
over $2,000,000 a year (about 10 per 
cent). The Federal court at San Fran- 
cisco recently declared the order void 
as violating the “due process” clause of 
the Constitution. Following the deci- 
sion, the company made a voluntary 
reduction in rates (not retroactive but 
larger than the original cut). 

The capitalization consists in round 
amounts of $296,000,000 funded debt, 
5,235,000 shares of $25-par first pre- 
ferred stock (54 per cent and 6 per 
cent), and 6,261,000 shares of common 
stock. The company has been engaged 
in an extensive refunding program ; last 
year’s program aggregated about $95,- 
000,000 and the company has recently 
been negotiating for a $90,000,000 re- 
funding issue. While the exact amount 
of the annual saving to stockholders re- 
sulting from the total $185,000,000 re- 
financing is difficult to estimate, it 


would seem likely to average in the 
neighborhood of 1 per cent or $1,850,- 
000, which amount is equivalent to 
about 30 cents a share. Should the 
amount of the impounded 1933-36 
earnings from gas sales (released by 
recent court order, unless appealed to 
higher courts) be allocated entirely to 
1936 earnings, this would amount to an 
additional 80 cents a share, but it may 
be credited to surplus. 

The company’s financial and account- 
ing policies are considered conservative, 
and it pioneered in developing customer- 
ownership of securities. 


a adverse factors in the com- 
pany’s future might be (1) the 
earthquake hazard, considered unim- 
portant, and (2) competition from huge 
power and irrigation projects sponsored 
by local, state, or Federal agencies. 
These include the Central valley proj- 
ect, the Sacramento municipal plant, 
Boulder dam, and the Hetch Hetchy 
water development. Thus far the 
$170,000,000 Central valley project, 
while authorized in a 1933 state elec- 
tion, has not succeeded in attracting 
necessary funds from state or Federal 
agencies. The proposed Sacramento 
plant involves only about $12,000,000 
and is tied up in litigation. Boulder 
dam competition does not seem likely 
to prove serious since most of the 
power will be absorbed in southern 
California. The Hetch Hetchy power 
question, involving the question whether 
the company shall continue to distrib- 
ute power generated by the city of 
San Francisco in connection with its 
water supply project, is perhaps some- 
what more serious (Secretary Ickes 
has been urging a municipal plant). 
The amount paid by the company to 
the city is in the neighborhood of 
$2,000,000 per annum, and the gross 
revenues from customers would be a 
substantially larger amount, but still 
relatively small perhaps as compared 
with the company’s 1935 gross revenues 
of over $92,000,000 from all sources. 

The company’s stocks are selling cur- 
rently as follows: 
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Price 1935-1936 Yield 
about Range about about 


$1.50 Preferred* 31 20-32 4.9% 
1.375 Preferred* 28 18-28 4.9 
1.50 Common 34 13-38 4.4 


*Traded on N. Y. Curb. 


The noncallable preferred stocks, on 
which $4.41 a share was earned in 1935 
(about 3 times the average dividend 
rate) would seem to offer a very attrac- 
tive yield at current levels and the $25 
par makes them suitable for small in- 
vestors. The common at its current 
price is selling for about 14 times the 
1935 earnings, which compares with a 
general average for utilities of about 17. 
According to Moody’s Service, “en- 
largement of the dividend is a distinct 
possibility.” 


New Financing 


C) aa financing in the fortnight 
ended March 13th consisted only 
of two small Indiana telephone issues 
(referred to in the last ForTNIGHTLY). 
On March 16th a syndicate headed by 
Morgan, Stanley & Co. offered $7,178,- 
500 Central Illinois Light Co. first and 
consolidated 34s due 1966 at 104. Sev- 
eral very large issues will be offered in 
the latter half of March, including $55,- 
830,000 Consumers Power Co. first 
mortgage bonds due 1970 (Morgan, 
Stanley & Co. and Bonbright & Co.) ; 
$90,000,000 Pacific Gas & Electric Co. 
bonds (Blyth & Co.) ; and $75,000,000 
Eastern Gas & Fuel first 4s, 1956 (First 
Boston Corporation and Mellon Secur- 
ities Co.). Prospective smaller issues 
include $2,700,000 Springfield City Wa- 
ter Co. first 4s of 1956 and several is- 
sues of bonds and notes of the Iowa 
Electric Co. and Iowa Electric Light & 
Power Co. (aggregating $9,640,000) to 
be offered by Harris, Hall & Co. 
Oklahoma Natural Gas-Co. directors 
have approved the refinancing plan pro- 
posed by Stone & Webster and Blodget, 
which will be ratified by stockholders 
April 15th. The plan will relieve the 
company of heavy charges and sinking- 
fund requirements, together with serial 
maturities during the six years begin- 


ning next November. It is proposed to 
issue $20,000,000 first mortgage bonds 
with a coupon rate of 4 per cent to 44 
per cent and $11,000,000 convertible 
debentures with a coupon of 4-5 per 
cent, while convertible preference stock 
will be exchanged for serial notes. Con- 
trol of the company would be acquired 
by a group headed by Stone & Webster, 
Inc., the present holding company, Gas 
Utilities &. being dissolved. 

The International Telephone & Tele- 
graph Corporation refunding program 
(which will also provide for retirement 
of bank loans) is now taking form. It 
is anticipated that $35,000,000 converti- 
ble debenture 34s will be offered to 
stockholders, the issue being underwrit- 
ten by a group headed by Morgan, Stan- 
ley & Co. The new bonds will be con- 
vertible into common stock at $20-$25 
a share, according to the New York 
Times, but exact details and the time of 
the offering will depend on market con- 
ditions over the next few months. 


¥ 


Equities in New Bus Lines 
in New York City 


HE appearance of attractive new 

busses in the Wall Street district, 
replacing dingy and obsolete trolleys, 
has aroused some curiosity as to how 
an investor may obtain an equity inter- 
est in the new transportation facilities. 
The New York City Omnibus Corpora- 
tion, which has substituted busses for 
surface cars on Broadway, Madison 
avenue, and Eighth avenue (with fur- 
ther replacements pending) is one of a 
number of interrelated companies in- 
volved in New York’s trolley-bus pic- 
ture. The best method for obtaining 
an equity in it would seem to be to pur- 
chase New York Railway Company 6 
per cent income bonds on the Stock Ex- 
change. The proposed .reorganization 
of the latter company provides that the 
holder of each $1,000 bond would re- 
ceive 10 shares of New York Omnibus 
stock and the right to purchase an ad- 
ditional 12 shares at $10 per share. At 
the current price of about $43 for the 
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bonds, the corresponding cost of the 
stock (if and when the plan is consum- 
mated, and including exercise of the 
rights) would be about $25. 

Another method of obtaining an 
equity would be to buy stocks in the 
“top” holding company, Omnibus Cor- 
poration, whose voting trust certificates 
are currently selling on the New York 
’ Stock Exchange for about $22 a share; 
the stock pays no dividends, however, 
and a deficit of 4 cents was reported for 
1934 (1935 not yet available). But 
this method seems less attractive be- 
cause of the complicated set-up, and the 
combination with other bus lines. Om- 
nibus Corporation owns directly or 
through Fifth Ave. Bus Securities Cor- 
poration about a 96 per cent equity in 
the New York Transportation Com- 
pany, which owns all the stock of the 
Fifth Ave. Coach Company which, in 
turn, owns 12 per cent of the New York 
Railways prior lien 6 per cent bonds, 
54 per cent of the income bonds, and all 
the common stock (the latter will prob- 
ably be wiped out in reorganization). 
As indicated above, the latter in reor- 
ganization plans to merge with its sub- 
sidiary, New York Omnibus. Even- 
tually each common share of Omnibus 
Corporation will probably represent an 
interest in # of a share of New York 
City Omnibus. Quoting from “The 
Investor’s Column” of the New York 
Sun: 

Purchase of Omnibus Corporation stock 
as a means of acquiring an interest in the 
new bus lines is the less direct of the two 
methods. By this means buyer would also 
obtain an interest in Fifth Avenue Coach as 
an operating company and in the Chicago 
Motor Coach Corporation. The latter is 
not being operated profitably. Fifth avenue 
Coach as an operating company already has 
lost much business to the Madison avenue 
bus line, which is operated on a 5-cent fare. 
More competition will come when New York 
City Omnibus puts busses on Sixth avenue 
to replace the trolleys of the New York 
Railways. . 


The Bell System 


Te final report of American Tele- 
phone and Telegraph Co. for 1935 


showed earnings of $7.11 compared 
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with $5.96 in 1934 on a consolidated 
system basis. A. T. & T’s actual net 
income, based on dividends from its 
subsidiaries, operating returns from 
long-distance toll lines, and other in- 
come, amounted to $6.74 against $6.52. 
This was the first time since 1931 that 
share earnings on a system basis have 
exceeded the company’s net income. 

The 466,500 gain in telephones com- 
pared with an increase of the 298,000 
in the previous year, but the total num- 
ber in service at the end of 1935 (13,- 
400,000) was still 1,600,000 below the 
1930 peak. Local calls increased 4.1 
per cent and long-distance and toll calls 
4.6 per cent. 

Western Electric Company reported 
a surplus of about 44 cents per share 
for 1935 against a deficit for the pre- 
vious year. However, plant operations 
at the end of 1935 were still at only 
27 per cent of capacity. 

Taxes of the Bell System amounted 
to over $7 per telephone and are ex- 
oy to increase about $9,000,000 in 

System assets were in excess of $5,- 
000,000,000 and there were some 270,- 
000 employees with a payroll of over 
$438,000,000. Stockholders numbered 
657,000 with average holdings of 28 
shares. 


fp huge cash resources of Ameri- 
can Telephone and Telegraph Co. 
—some $212,000,000 in cash and gov- 
ernment securities at the end of 1935— 
is standing the Bell System in good 
stead in connection with the system’s 
refunding operations. The cash reserve 
serves to fill the gap between redemption 
of old bonds and the receipt of funds 
from the new refunding issues. For 
example, there was a gap of two weeks 
in the Illinois Bell issue and three 
weeks in that of Southwestern Bell ; and 
according to the New York Sun some 
six weeks of standby credit will be re- 
quired for the Pacific Telephone financ- 
ing now contemplated. 

The parent company’s cash fund (to 
which may be added a portion of its 
$152,000,000 pension trust fund) is al- 
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so useful for other purposes, such as 
surety bonds, guaranteeing rate refunds 
for subsidiaries in connection with rate 
litigation. 

Results of the FCC investigation of 
the Bell System, which has been under- 
way for some time, is now being re- 
vealed through public hearings. The 
system’s financial and accounting meth- 
ods have been so conservative that it 
seems very unlikely that anything ap- 
proaching a financial scandal can have 
been unearthed through the commis- 
sion’s costly research. 


¥ 


Utility Developments 
at Washington 


HE Federal Power Commission 

has temporarily authorized 638 
utility directors to hold “interlocking” 
positions, and further hearings are in 
progress. One hundred eighteen appli- 
cations have been dismissed, 19 closed 
owing to withdrawals, etc., 129 dis- 
missed for lack of jurisdiction, and 26 
were still to be heard as of March Ist. 

The FCC is currently in the limelight 
with its A. T. & T. hearings and the 
reverberations of its wholesale seizure 
of telegrams for Senator Black’s utility 
lobby investigating committee. 

PWA Administrator Ickes reported 
to the Senate March 9th that about 
$76,000,000 had been allotted to 269 
non-Federal electric power projects. As 
of February 15th, 60 of these were 
completed, 81 were under construction, 
59 were in litigation, and the others 
were in preliminary stages. The 269 
allotments were made in 43 states and 
Alaska. Ninety-three were for new 
generating plants or distribution sys- 
tems, 117 for additions to existing 
plants, 3 for transmission systems, and 
56 for power plants for existing institu- 
tions. 

Mr. Ickes has charged that the Duke 
Power Co. is delaying appeal to the Su- 
preme Court of its suit to enjoin con- 
struction of a $2,800,000 plant at Green- 
wood, South Carolina, having been “re- 
buffed” in the circuit court of appeals 


some weeks ago. Government attorn 
have indicated their opinion that the 
power companies prefer to bring to the 
Supreme Court a suit involving a sub- 
sidiary of Cities Service Corporation, 
Washington Power Co. This company 
obtained a favorable decision in the Fed- 
eral district court in Idaho, the case now 
being before the circuit court of ap- 
peals at San Francisco. 

Secretary Ickes asserted that the 
Central Vermont Public Service Com- 
mission has offered “inducements” to 
the board of selectmen at Brandon, Ver- 
mont, to cancel their contract for con- 
struction of a PWA plant, and was 
quoted as saying that “he just wanted 
to show the patriotic nature of our en- 
joiners.” As of the same date it was 
reported that the town of Brandon had 
voted against a PWA plant. 


RESIDENT Roosevelt, on March 4th, 

pushed a gold telegraph key to be- 
gin operation of the $36,000,000 Norris 
dam of the TVA development. At 
Norris, Tennessee, sirens shrieked and 
TVA officials made eulogistic speeches. 
The dam is the fourth largest in the 
world and when generating equipment 
is ready for operation about August Ist, 
it will have 132,000 horsepower capac- 
ity. 

The Senate on March 5th passed the 
Norris Bill for a 10-year $420,000,000 
rural electrification program, after va- 
rious amendments. The REA would 
be authorized to make 25-year 3 per 
cent loans to states or their subdivisions, 
and to codperatives or limited dividend 
organizations, both for construction of 
generating and transmission systems 
and to finance wiring of individual 
houses (such local loans would also 
bear interest at 3 per cent and would be 
amortized, payment being made with 
monthly electric bills). 

President Roosevelt, March 11th, 
sent a message to the Detroit Seaways 
Conference advocating “early under- 
taking” of the Great Lakes—St. Law- 
rence Seaway project, the 1932 Treaty 
for which failed of ratification by both 
our Senate and the Dominion Parlia- 
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ment. The President described the 
project “for the dual purposes of nav- 
igation and power” as an important 
part of the administration program, 
stating that “it will enable us to take 
the next step to extend to the Northeast 
the benefits already assured from works 
completed or under construction in the 
Tennessee valley in the Southeast, at 
Boulder dam in the Southwest, and on 
the Columbia river in the Northwest.” 


M2 General Martin, chief of 
army engineers, reported to the 
conference that transportation savings 
on the Seaway might run as high as 
$70,000,000 a year. The American 
share of the total cost of the huge pro- 
gram he estimated at $260,000,000, of 
which some $90,000,000 could be re- 
covered from New York for power, 
making a net investment of $170,000,- 
000 on which the estimated savings in 
transportation costs would constitute a 
“magnificent return.” Press reports 
did not indicate the basis for these esti- 
mates. 

Regarding the power phase of the 
project, the President appeared to be 
somewhat on the defensive in his mes- 
sage, stating: 

The use of electric energy is gaining so 
rapidly today that no sane person would 
dare to assert that after the seven years 
required for construction of works St. 
Lawrence power would provide a surplus 
above actual needs. As a matter of fact, 
careful studies have shown that there will 
be a serious shortage of electric energy in 
the Northeast before the project can be 
completed. 


No mention was made of Passama- 


quoddy, which if completed would also 
provide considerable power. 


* 


N. Y. Transit Unification 
Encounters Further 


Obstacles 


HILE some progress was effected 
last year in New York city’s long 
struggle for the unification of subway 
and elevated properties, the many ob- 
stacles still remaining make it an open 


question whether the Seabury-Berle 
program has a much better chance of 
success than the various Untermeyer 
proposals of previous years. 

The B. M. T. “plan” of over a year 
ago, and the Interborough-Manhattan 
proposals of last fall, were not final 
agreements between the city and the 
security holders but merely working 
plans reflecting majority views. At 
least one Manhattan committee has in- 
dicated dissatisfaction with the plan, 
and the old problem as to how to keep 
books properly for I. R. T.’s Manhat- 
tan Division (which includes both Man- 
hattan Co. and Interborough trackage) 
has apparently not yet been solved, af- 
fording Manhattan security holders 
some basis for complaint regarding 
their treatment. However, if Judge 
Mack should accede to the Interbor- 
ough’s request to terminate the Man- 
hattan lease it is possible that the ac- 
counts might be put on a better cost 
basis, to show whether the red ink is in 
the Manhattan properties or the Inter- 
boro extensions. 

The transit commission, now con- 
sidering the unification plan, has ap- 
parently not shown any great enthusi- 
asm for it, and the board of estimate 
also seems doubtful of its advantages. 
The present Democratic majority is 
said to fear that the employees of a uni- 
fied, publicly owned system would 
bring pressure to bear on the legisla- 
ture to obtain civil service status and 
resulting benefits such as higher wages, 
an 8-hour day, and pensions. Pressure 
by the public for universal free trans- 
fers might be another complication and 
it is feared that the resulting inroads 
against net earnings would go far 
toward wiping out the economies re- 
sulting from bond refinancing and con- 
solidated operations (it has been estimat- 
ed that the city would obtain a margin 
of $9,000,000 to $12,000,000 over op- 
erating expenses and fixed charges). 
This would therefore leave the city 
still saddled with the old traction dilem- 
ma of high taxes or an increased fare 
(particularly in view of the losses 
incurred by the independent subway). 
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Let the Consumer Beware 


F& a good many years now, and es- 
pecially since the more social-mind- 
ed New Dealers have come to live in 
Washington, we have heard the com- 
plaint that “everybody is organized but 
the consumers.” On the surface it does 
seem somewhat anomalous that with 
all the industrial organizations, busi- 
ness organizations, labor organizations, 
farmers’ unions, professional groups, 
and other class alliances for mutual 
economic protection, the only one who 
so far has failed to join up in a big way 
to protect his economic interest seems 
to be the very chap who pays for the 
whole show and keeps it going—the 
consumer. 

When we speak of the consumer, 
however, we necessarily include every 
one of us who eats, sleeps, or lives 
in this vale of tears, and in a way 
that partially explains the anomaly. We 
are so much more interested in pro- 
tecting our individual stake as a mer- 
chant, farmer, or industrialist that we 
are not equally concerned about our 
status as the buyer of clothing, vege- 
tables, or machinery, respectively. In 
other words, the average citizen is more 
careful about guarding his earning pow- 
er than his buying power. Just as he 
is willing to pass on the costs of his own 
business as much as possible to the ulti- 
mate purchaser of his products, so also 
is he apt to be more tolerant of the prin- 
ciple of caveat emptor when he himself 
purchases the products of others. 

This somewhat sporting arrangement 
of economic log rolling probably worked 
out fairly well back in the days of more 
simplified provincial commercial life be- 
fore the corporation swept away the 
proprietorships and shifted huge blocks 
of our citizens from the status of pro- 
ducer to that of employee. But when 


one is merely paid wages to produce a 
commodity, one is likely to be less con- 
cerned with the price it brings and, con- 
versely, more concerned with the prices 
of commodities one must buy. All this 
is very elementary, of course, but it ex- 
plains in a general way why the idea of 
consumer alliances has been taken up so 
seriously by social enthusiasts during 
these days of reform. 


_ the validity of a need for 
organizing consumers for their 
own protection, however, one runs 
slam-bang into the difficulty of adminis- 
tration. Who shall do the organizing? 
Who shall decide and advise the con- 
sumer as to what he should buy, and 
what he should pay for it? There are 
those who, like the energetic Dr. Walton 
‘Hale Hamilton of the Consumers Ad- 
visory Division of the U. S. Labor De- 
partment, think that the government 
should exercise increasing powers in 
this field; and there are those other 
students of the subject, such as F. J. 
Schlink of Consumers’ Research, who 
feel that voluntary consumer codpera- 
tion would effectively protect his inter- 
est. There are some, such as Gerard 
Swope, president of General Electric, 
who believe that enlightened industrial 
statesmanship could accomplish volun- 
tary practices for the protection of con- 
sumers. Finally, there are those, such 
as Miss Ruth Brindze of The Nation, 
who apparently believe in all these or 
any combination thereof that can be 
mustered for the protection of the con- 
sumer—in other words, the more pro- 
tection the better. 

Then there is the question of econom- 
ic trends, which the professional con- 
sumer champions never seem to analyze 
completely to their own or anyone else’s 
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satisfaction. Assuming that there is a 
need for protecting the average buying 
citizen against exploitation—through 
ballyhoo—in the purchase of goods con- 
cerning the exact qualities of which he 
is naturally ignorant, what provision 
will be made for the unpredictable 
changes in purchasing trends that would 
inevitably result ? 


F John Public, for example, is in- 

formed by his protecting agency that 
this article is no good and that one is 
poor, and so forth, he will -not buy 
this and buy much less of that, which 
may put some businesses on the spot. 
However, John Public will probably 
spend his money for something. What 
will it be? Will economic results be 
beneficial? Industrial writers had no- 
tions many years before consumer pro- 
tection was heard of that industry must 
to some extent “give intelligent di- 
rection” to public taste so as to avoid 
industrial waste. Call this propagand- 
izing if you will, but such a liberal 
economist as John Flynn observed over 
five years ago that the textile and cloth- 
ing industries might be constantly faced 
with chaos if not ruin, if it left its mar- 
ket to the whimsical shifts of undirect- 
ed public opinion. 

Again, there is the advertising indus- 
try to think about. There is no escap- 
ing the fact that advertising is one of 
our largest business enterprises. To de- 
stroy the best part of it by deflationary 
official or semiofficial bulletins on what 
to buy and what to pay for it would 
blast an ugly hole in our economic pic- 
ture. Finally, there is the undeniable 
fact that advertising does create con- 
sumer demand that did not exist before, 
thereby releasing new purchasing power 
in the marts of trade. In his recent in- 
teresting book, “Eat, Drink and Be 
Wary,” F. J. Schlink unfortunately 
fails to touch on these points, although 
he does say some pretty mean things 
about commercial frauds, especially in 
the field of food products. Another re- 
cent book on the need for consumer 
protection by Ruth De Forest Lamb is 
more restrained and factual. 


“And what,” muses the reader of 
Pusiic UtiLities FortnicuHtry, “has 
all this got to do with utilities ?” 


NE would think that consumer pro- 

tection had nothing to do with 
utilities. In fact, one would ordinarily 
think that if there is one field of com- 
mercial operation where consumers are 
protected by governmental regulation, it 
is in the field of public service. Any 
fair appraisal of the constantly improv- 
ing quality of utility service, as com- 
pared with the general downward trend 
in utility rates under the auspices of 
commission regulation, would appear to 
confirm this view. 

And yet there are some who do not 
think so. In a number of places there 
have sprung up utility consumers’ 
leagues. One of these organizations re- 
cently issued a pamphlet violently at- 
tacking the telephone utility in New 
York city, inferring among other mat- 
ters that the utility systematically over- 
charges its subscribers on metered calls 
and short changes them on time. The 
pamphlet appealed for support of sev- 
eral legislative measures, one of which 
would require telephone metering in- 
struments in the homes of subscribers. 
It also stated an offer to help carry on 
complaints against all utility service: 


A free service complaint bureau has been 
established to handle overcharges, abuses, 
injustices, inefficient service, evil practices, 
etc., for the protection of all utility users 
in this state, namely: telephone, gas, elec- 
tricity, water, and steam services. 

You are invited to send a signed com- 
plaint to the league, or to Public Service 
Commission, 80 Centre street, New York 
city. It will be investigated and a report of 
findings sent to you without cost or ex- 
pense. 

Attach with complaint bill or bills in dis- 
pute, with last two months’ bills. 

(Submetered electric users should send 
complaints direct to the league, for there 
is no government supervision over these 
outlaw companies). 

When sending your complaint to the 
league, please make it read: “I, or we, au- 
thorize the Utility Consumers’ League, 686 
Lexington avenue, New York city, to rep- 
resent my (our) interest in the following 
complaint” : 

Note—Complaints will not be received by 
‘phone—Use the U. S. Mails. 
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DEAR GEORGE — 
DONT FORGET THAT F.D.R- 19 STILL 
KEEPING UP Wig BRAVE FIGHT AGAINST 
GOVT, SPENDING STOP- REMEMBER WIS 
ONE HOBBY 19°TO RETAIN THE BALANCED 
BUDGET STOC— ALSO THERE wiLt BE 
NO POLITLES IN \WRAr WHILE FARLEY 

GTANDS GUARD STOP —~---- =- 


NOW, WHAT DOES THiS 
REALLY MEAN ZER 














© 1936, New York Tribune, Inc. 


MESSAGES MAY BE IN CODE FROM NOW ON 


HIS reviewer kept reading through The Utility Consumers’ League is making 
this unusual piece of literature, every effort to carry on its broad utility 
looking for a familiar paragraph that programs and activities for your benefit and 


: ns protection, therefore, we frankly appeal for 
might throw some light on the organ- public support to put these and other 


ization’s activities. Finally he found it worthy princistes i ; : 
. y principles into practice and effective- 
right at the end. It stated: ness. 
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It is now at the point where it must open- 
ly appeal for financial assistance to those 
outside its own circle, namely, the general 

public. 

All utility users are eligible to join this 
consumers’ organization, viz: telephone, 
gas, electricity, water, and steam services. 

If you are unable to take an active part 
as a member, as a representative in your 
community, or lend your services to our 
cause, you can do your share by sending 
a nominal contribution. 

The Utility Consumers’ League, of 686 
Lexington avenue, New York city, is a 
nonpartisan, independent, progressive organ- 
ization. It has been in existence for eight 
years. It is financed by voluntary contribu- 
tions. 

One inevitable problem about these 
organizations that set up to protect the 
consumer is how to tell the honest and 
able groups from the fly-by-night varie- 
ty. Unquestionably such organizations 
as Mr. Schlink’s Consumers’ Research, 
Inc., deserve credit for sincerity of pur- 
pose, whatever one might think of the 
whole idea of such undertakings on be- 
half of the buying public. (For aught 


this reviewer knows to the contrary the 
Utility Consumers’ League mentioned 
above is in the same category.) But 
there is also unquestionably a fine 
opportunity for outright racketeering 
by less scrupulous promoters. If the 
movement grows, the time may come 
when the consumer will need as much 
protection against some of these con- 
sumer leagues as he does against the 
evils they are supposed to suppress. 
And, after all, what will most of the 
real utilities consumers think about this 
idea of somebody else telling them how 
to spend their money? Can they “take 


it?” 
—F. X. W. 


AMERICAN CHAMBER OF Horrors. By Ruth 
de Forest Lamb. Farrar and Rinehart. 
Price $2.50. 


Eat, Drink, anp Be Wary. B.. F. 
Schlink. Covici-Friede. Price $2.60. 


Urtiities Consumers’ Leacuge. Release No. 
50. March 4, 1936. 686 Lexington Avenue, 
New York, N. Y. 





Are the Conservatives Getting Soft? 


NE of the most penetrating analy- 
ses of the apathetic attitude of the 
American bourgeoisie that has been 
written or dared to be written in the 
name of “American liberalism” during 
the last five years, appears to be that of 
Harold Lord Varney in the March num- 
ber of The American Mercury, under 
the title, “Are the Capitalists Asleep ?” 
Mr. Varney takes sharp issue with 
those propagandists for organized mi- 
ee oe who insist that “vested inter- 
ests” or “entrenched greed,” or “special 
ocho have kept their respectively 
nefarious fingers on the throat of Con- 
gress, enslaved the press, and generally 
run things in this star-spangled land for 
their own selfish ends. Nothing could 
be farther from the truth, according to 
Mr. Varney ; the propertied classes have 
not only been impotent as far as influ- 
encing the affairs of government, but in 
addition they have been the butt of prac- 
tically every raid that has been conduct- 


ed on Washington by lobbies that really 
mean something. Says Mr. Varney: 


Although tarred and feathered daily since 
the crash of 1929, the average American 
capitalist has consistently refused to lift a 
protest in defense of his abilities, his accom- 
plishments, or his traditions. The picture 
of high-pressure capitalism as a powerful 
force ruthlessly directed by magnetic minds 
has proved to be only a katzenjammer of 
the radicals’ imagination. No such domi- 
neering army, flaunting the banner of Big 
Business, exists: its potential leaders are 
hiding under flower-pots in storm cellars, 
and its panicky ranks have scattered before 
the onslaught of a ragged handful of Reds. 

Indeed, the ease with which radical pr 
aganda has captured the publicity spotlig 
must have astounded the Left-wing chieftai 
themselves: for if they fully cdaaie 
the confused state into which their capital- 
ist enemies have fallen they would now be 
whooping up even more savage assaults 
upon the structure of democratic govern- 
ment, in the name of Karl Marx, the New 
Deal, and the More Abundant Life. But 
the Comrades, of course, are not so astute. 
Nevertheless, their propaganda continues to 
be the loudest, if not the most effective, 
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in the political and economic arena today. 
If they never accomplish anything else, 
the radicals, basking in the refulgence of 
Dr. Roosevelt’s Thirty-Billion-Dollar Smile, 
have succeeded in stirring up the most over- 
whelming din ever to assail the eardrums of 
a country which is profoundly conservative 
at heart. 


J UsT why our propertied classes should 
adopt such a_turn-the-other-cheek 
attitude is the subject of Mr. Varney’s 
study. First of all, he believes that the 
lethargy of the capitalists (meaning 
those who believe generally in the 
capitalistic system) is due to their “sub- 
lime confidence in the perpetuity of 
that system.” Prior to the New Deal, 
the radical was looked upon by the 
business man with contemptuous tol- 
erance. Now faced with the conse- 
quences of such complacency, capital- 
ists “swing to the other extreme” and 
talk along fascist lines, although still un- 
willing to concede that “radicalism is an 
incalculable force in America.” 
Another reason found by Mr. Varney 
is the fact that the leaders of business 


are by no means a unit in opposition to 
the “collectivist drift.” Blindly enough, 
few business men think of themselves 
as components of a “capitalistic system.” 
Instead the average industrialist thinks 
of himself in terms of steél, coal, mo- 


tors, or electric power. Beyond per- 
functory support of such organizations 
as the Chamber of Commerce of the 
United States, he confines his attention 
to this own bailiwick and lets his indus- 
trial brother take care of himself. In 
contrast, Mr. Varney points to the unit- 
ed front of the radical group. He 
states: 


A sound illustration of this unconcern 
was presented during the fight over the 
Wheeler-Rayburn utilities bill in the first 
session of the present Congress. Any- 
one familiar with the long campaign waged 
by such organizations as the Public Owner- 
ship League, the People’s Lobby, and the 
National Popular Government League 
would comprehend that the proposal to 
bring all holding companies under Federal 
regulation was the first step in an elaborate 
plan to detach the thirteen-billion-dollar 
utility industry from the free enterprise 
system and transfer it to the area of collec- 
tivism. Whatever the past shortcomings of 


some of the companies, there could be no 
question that an astute capitalism would 
have rallied its full strength to halt this 
perilous New Deal program. Victory for 
the government would surely constitute a 
precedent to embolden the collectivists to 
further raids upon free enterprise. 

Yet what actually happened? There was 
no militant invasion of Washington by busi- 
ness leaders to serve notice upon politicians 
that the legislation was preposterous. The 
utility men were left to fight it out virtually 
unaided, and in the end, they lost. It is 
illustrative of the parochialism of American 
business that the one major force which did 
rally against the Roosevelt policies was the 
bituminous coal industry. But, character- 
istically, the motive of the coal operators did 
not concern the future of free enterprise. 
They attacked the New Deal program be- 
cause the encouragement of hydroelectric 
power would narrow the market offered by 
steam plants for bituminous coal. 


r. Varney feels that the timidity of 

many corporation executives is 
the result of the passing from the mod- 
ern scene of the promoter and proprietor 
type of industrialist. The men now at 
the helm of business are concerned 
chiefly with preserving their jobs by 
maintaining uninterrupted dividends to 
stockholders. They have little disposi- 
tion to engage in controversy with Left- 
wing propagandists. 

A final reason given by the author for 
capitalism’s impotence is the fact that it 
is without the benefit of expert propa- 
gandists. Viewed with irony are the 
outcries of socialists, such as Upton 
Sinclair, against the “capitalist press.” 
The capitalists, according to Mr. Var- 
ney, have the least influence of any com- 
parable group on the press today. Con- 
servative papers go out of their way to 
kowtow to certain radical writers and 
speakers in order to indicate “tolerance.” 
Where is similar concession made in the 
pages of radical organs which incessant- 
ly protest martyrdom at the hands of 
the mythical capitalistic press? The 
writer states: 

An amazing number of Left-wingers oc- 
cupy key position today in literature and 
journalism. They stand at the portals of 
intellectual advancement in many profes- 
sional fields. There is scarcely a so-called 
capitalist newspaper whose staff is not 


honeycombed with communists messiahs who 
exercise an unrecognized veto power over 
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WHAT GOOD ARE UMPIRES ANYWAY? 


the treatment of news. The book review 
departments of the leading newspapers and 
magazines are notoriously in the hands of 
Left-wingers who extol the pink and red 
authors and damn the reputations of those 
who are persona non grata to radicalism. 
In this connection, it is symptomatic that the 
featured book reviewers, John Chamberlain 
and Lewis Gannett, of the two leading con- 
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servative newspapers of New York city, the 
Times and the Herald Tribune, are men of 
outspoken radical sympathies. 

In the theater, the same situation is de- 
veloping. Such radical-sponsored organiza- 
tions as the Group Theater, the New Thea- 
ter League, the Theater Union, and, to some 
extent, the Theater Guild, offer extraordi- 
nary opportunities for early recognition to 
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sophomoric playwrights. When an ama- 
teur radical dramatist such as Dr. John 
Haynes Holmes writes an inexpert Jf This 
Be Treason, he secures production by the 
Theater Guild and enjoys a blare of pub- 
licity. from radical and liberal dramatic re- 
viewers which secures national attention. 
It is superfluous to ask if an inexperienced 
conservative playwright of equal talent 
could command such notoriety. 


r. Varney also observes that Left- 

wing organization has invaded 

the colleges. He claims that a mediocre 

professor, in danger of being fired for 

incompetency, has only to espouse a 

radical cause and scream “Nazism” 

every time the dean of the college looks 

cross at him in order to be protected 

by militant, efficient, well-organized 
radical groups. 

Conversely, there is no glamor, and no 
such protection, for those who “go con- 
servative” on the campus,—only sneers 
from the better organized and more ar- 
ticulate Leftists. It is scarcely surpris- 
ing, according to this author, that “this 
intellectual reign of terror” has resulted 
in an increasing number of both profes- 


sors and students “taking up” radical 
movements. 

What is to be done about it? First of 
all, the author suggests that conservative 
leaders must “awake from the dream 
that the intellectual challenge of the Left 
is beneath reply. Capitalism 
must train and support inspired defend- 
ers.” It must dramatize its own mes- 
sage instead of relying on cold statistics 
of accomplishment which ought to be 
the best arguments, but seem to be in- 
effective. Such leadership for the 
Right, says Mr. Varney, cannot come 
from the “depressing mumblers” or 
“anti-Red racketeers.” It must be un- 
dertaken by twentieth century industrial 
Savonarolas who will be controver- 
sialists with ability to swap punches on 
even terms with the pseudo-intellectuals 
of the Left. Finally, they must have 
“full and sympathetic support of Ameri- 


can capitalism.” 
—F. X. W. 
ARE THE CAPITALISTS ASLEEP? By Harold 
Lord Varney. The American Mercury. 


March, 1936. 
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The March of Events 





Predicts St. Lawrence Canal 


| gene sewed Roosevelt predicted the “early 
undertaking” of the Great Lakes-St. Law- 
rence deep channel project in a message read 
March 11th to the Detroit Seaway Conference 
by Senator Key Pittman (D.) of Nevada. 

Pointing out that neither the United States 
nor Canada has ratified the 1932 treaty, which 
would permit work on the vast project to go 
forward, the chief executive declared that 
“something further than mere resubmission of 
a treaty is called for.” Mr. Roosevelt ex- 
pressed confidence that, in view of the policy 
of codperation between the two countries, 
agreement on the terms for completing the 
2,000-mile channel for ocean-going vessels 
“should present no insuperable difficulties.” 

Senator Pittman, who is chairman of the 
Senate Foreign Relations Committee, predict- 
ed that Senate ratification of a St. Lawrence 
waterway treaty, which failed by 13 votes in 
1934, will be accomplished at the next session 
of Congress. 

Describing the St. Lawrence navigation and 
power improvement as “an important part of 
the program of the present administration,” 
the President declared, “it will enable us to 
take the next step to extend to the Northeast 
benefits already assured from works complet- 
ed or under construction in the Tennessee val- 
ley in the Southeast, at Boulder dam in the 
Southwest, and on the Columbia river in the 
Northwest.” 


Higher Rates in Smaller 
Communities 


Cae higher rates for electricity 
in smaller communities was indicated by 
the Federal Power Commission in the third of 


a series of rate reports. “For 25 kilowatt 
hours,” the report said, “towns under 250 in 
population paid $2.33, while cities over 250,000 
paid $1.55. Towns from 250 to 999 population 
paid $5.59 for 100 kilowatt hours, against $4.40 
for the larger cities; for 250 kilowatt hours, 
small towns paid $9.56, against $8.44 in the 
large cities.” 

The commission found a “challenging prob- 
lem” in the “wide divergencies” of electric 
rates in various parts of the nation. It said 
the answers which ordinarily might be given 
to explain the situation are not enough. No 
new explanation was offered, however. The 
report noted that in 1935 the highest bills were 
paid in the New England, Middle Atlantic, 
West South Central, and Mountain areas. 


The lowest average bills were found in Cali- 
fornia and Washington; the highest in New 
Mexico and Florida. 


Grants Exemption 


A indefinite blanket exemption from regis- 
tration for utility holding companies do- 
ing an intrastate business was granted March 
10th by the Securities and Exchange Commis- 
sion. Under the order, which is an extension 
of previous action, companies which may be 
entitled to an exemption from the Utilities Act 
under § 3 a-2 are exempted indefinitely by the 
commission’s order and relieved of the neces- 
sity of filing applications. 

Officials said many companies entitled to the 
exemption had failed to make application, 
pending adjudication of the constitutionality of 
the act. Extension of the order was made “to 
regularize the situation,’ an announcement 
said. It does not apply to subsidiaries of hold- 
ing companies not eligible for exemption, how- 
ever. 


Florida Ship Canal 


B* a vote of 39 to 34, the Senate on March 
17th decided against the inclusion of $12,- 
000,000 in the War Department Appropria- 
tion Bill for continuation of work on the 
Florida ship canal. The vote on the Florida 
canal ended all chance of obtaining money for 
that work by including it in the Rivers and 
Harbors projects which the War Department: 
bill would finance. It would either have to be 
continued by the further expenditure of relief 
funds, or an authorizing bill will have to be 
passed through Congress so that the money 
needed may be included in a deficiency bill. 
Work on the canal was started last September 
by an allocation of $5,000,000 to which was 
later added $400,000 from the $4,800,000,000 
work relief fund which Congress voted at the 
last session 

While no Senator challenged the legality of 
President Roosevelt’s action in allocating the 
work relief funds to this project, there was 
considerable criticism of the wisdom of be- 
ginning a long-range and expensive construc- 
tion without specific authorization of Congress. 
That this aspect of the matter appeared most 
strongly to the Senators was indicated when 
they voted later the same day, 36 to 27, to 
put into the bill $8,000,000 to continue work 
on the Conchas, Sardis, and Bluestone reser- 
voirs, projects which were largely in the same 
technical position as the Florida canal. 
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Natural Gas Bill 


|< ponguies regulation of the natural gas indus- 
try was proposed in a bill reported to have 
administration backing and introduced in the 
House last month by Representative Clarence 
Lea (D.) of California. The proposal was 
similar to that eliminated from the utilities 
control bill during the bitter fight last session. 

Representative Lea said the bill was drafted 
after conference with Federal power and trade 
commission officials. He said its passage this 
session, however, “depends on whether it re- 
ceives direct administration support. 

The bill’s scope is confined to transportation 
of natural gas in interstate commerce, recog- 
nizes state compacts as the probable approach 
to conservation and proration questions, and 
names the Federal Power Commission as the 
Federal regulatory body. 

Transportation of natural gas to foreign 
countries would be subject to commission con- 
trol. Rates and charges in interstate trans- 
portation and sale would be subject to com- 
mission regulation. Representative Lea said 
“undue preferences in rates and services as 
between localities and classes of services are 
prohibited,” and added that most of the regu- 
latory provisions run along standard lines as 
established in utility regulation. 


Savings to Consumers 


EW contracts between the Ontario Hydro 

Commission and the Gatineau and Mac- 
laren Power companies of Quebec were re- 
leased in the Ontario legislature last month by 
Attorney General Roebuck. , 

A saving to the Hydro commission of 
roughly a half million dollars per month be- 
came effective immediately, and during the 
next four years this will amount to nearly 
$30,000,000. The new basic price is $12.50 per 
horsepower, with variations for reserves. The 
old price was $15. Both contracts are for ten 
years, 

The savings, together with savings in Hy- 
dro administration amounting to nearly $1,- 

i a year, are to be passed on to the 
municipalities in the form of “substantial re- 
_ductions in power charges.” 

The Ottawa Valley Power Company,, and 
Beauharnois Power Company whose former 
contracts were also canceled by the Power 
Commission Act of 1935 have been left en- 
tirely out of the new agreements. The two 
companies have started suit in the courts. 


Attacks TVA 


HE Tennessee Valley Authority should be 
required to meet the same regulations and 
taxes imposed on private companies, Wendell 
L. Willkie, president of Commonwealth and 


Southern Corporation, charged last month in 
a radio address. 

Mr. Willkie, also a director of the Alabama 
Power Company, whose stockholders lost the 
recent TVA suit in the U. S. Supreme Court, 
denounced the Tennessee river program as a 
waste of taxpayers’ money and an encroach- 
ment on private business. The TVA will have 
no material value to the Tennessee valley, he 
said. It is “the most useless and unnecessary 
of all the alphabetical joy-rides.” 

He attacked the navigation, flood control, 
and soil reclamation programs of the TVA 
as “constitutional excuses” for putting the gov- 
ernment into the power business. 


Denounces Private Firms 


ee owned power companies seeking 
to block expenditure of Federal funds for 
publicly owned power projects were denounced 
last month by Public Works Administrator 
Harold L. Ickes in a report to the Senate on 
the number of power projects financed with 
government money. 

Early last month, the District of Columbia 
Supreme Court granted a 10-day restraining 
order halting work on hydroelectric dams on 
the lower Colorado and Brazos rivers in 
Texas. The lower Colorado authority, a state 
body, received a WPA loan and grant of $20,- 
000,000 for the completion of the Hamilton 
dam, while the Brazos river project con- 
pony ore a series of dams under a grant of 

In a memorandum accompanying his report 
to the Senate, Ickes said: 

Almost all the suits have been brought by 
private power companies who fear the com- 
petition which such publicly owned facilities 
will provide either directly or as a competitive 
standard. In most cases such litigation attacks 
the constitutionality of the Federal statutes, 
and restraining orders have been issued by the 
Federal courts prohibiting the Public Works 
Administration from making payments to ap- 
plicants in thirty-six different cases. 

Mr. Ickes’ report points out that of the non- 
Federal elecric power projects 60 are com- 
pleted, 81 are under construction, and 59 are 
in litigation. Of the gas projects, 8 are com- 
pleted, 3 are under construction, and none is 
in litigation. 

The report was made in response to a Sen- 
ate resolution introduced by Senator George 
W. Norris, author of the TVA law. A digest 
of the report, prepared by Ickes’ PWA press 
relations branch, follows: 

Non-Federal projects for electric power 
number 269, and involve a total allotment of 
$76,091,446. 

Gas projects number 29, for an allotment 
total of $2,088,216. 

These figures compare with a Federal power 
allotment of $151,240,481 and $49,500 for gas 
projects. They are as of February 15, 1936. 
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Alabama 


Denounces Power Company 


avin E. Lilienthal, director of TVA’s 
power program in an address last month 
struck sharply at the Alabama Power Com- 
pany, charging “obstructionist” tactics and 
“spectacular profits.” It was Mr. Lilienthal’s 
first public pronouncement since the U. S 
Supreme Court validated the Tennessee Val- 
ley Authority sale of surplus power of Feb- 
ruary 18th. The power director spoke before 
civic clubs of Florence, Tuscumbia, and Shef- 
field—Alabama’s tri-cities—which for two 
years have sought vainly to become power 
customers of the Tennessee Valley Authority. 
His words were said to presage an aggres- 
sive TVA policy to apply its power “yard- 
stick” to municipalities within its range. 
It was pointed out that in the seven states 


encompassed by the authority, only 22 coun- 
ties and 8 municipalities in three states are ac- 
tually buying power from TVA, which has 
been in existence over three years. Other 
proposed municipal utility ventures in the 
area are under injunction. 


Seeks Private Loan 


M’x Hoyt Greer last month announced 
the city of Sheffield would make an at- 
tempt to get private capital to finance an elec- 
tric distribution system so that the city may 
get TVA power. 

PWA loans have been approved for the 
city, but injunctions of stockholders of the 
Alabama Power Company have prevented 
them from going through. 


+ 
Arkansas 


First Annual Report 


UBLIC utility costs to Arkansas consumers 

have been reduced $850,000 a year by 
regulatory action of the fact-finding tribunal 
and its successor, the state department of 
public utilities, the preface to the department’s 
first annual report says. The report, issued 
March 11th, covers the calendar year 1935. 
During that time, the report states, efforts 
of the department resulted in savings of more 
than $450,000 yearly to electric consumers. 
Expenditures of the agency amounted to 
$69,336.48, but it collected $84,222.46 from 
utility companies in fees and so ended the 
year with a considerable balance to its credit 
in the state treasury. 


It was said emphasis will be on adjustment 
of gas and telephone rates in the state of 
Arkansas in 1936. 


Ordinance Reduces Rates 


A ordinance reducing the Arkansas Power 
and Light Company’s gas, water, and 
electric rates in Batesville was passed by the 
city council March 10th. It provides for 
elimination of the present “service charges” 
and for a schedule of rates 25 per cent lower 
than formerly. 

Power company officials said that any steps 
to enforce the low rates would be contested in 
the courts. 


California 


Refuses Permit 


HE application of the city of Santa Monica 
to operate a bus service into the downtown 
area of Los Angeles was denied by the local 
board of public utilities and transportation 
last month. The board ruled that there was 
insufficient evidence to sustain complaints 


against the Pacific Electric Company and the 
Los Angeles Railway services between the 
city and the beach community. It also pointed 
out that the city of Santa Monica pays no 
taxes for the operation of its bus line and that 
to grant the application would parallel existing 
services and split patronage so that operations 
could not be maintained except at a loss. 


Connecticut 


Phone Rates Increased 


A increase in rates of the Woodbury Tele- 
phone Company, approved by the state 


commission, became effective April Ist. The 
new telephone rate schedule calls for 25 
cents a month increase for party-line resident 
service, party-line business service, and in- 
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dividual line business service, it is reported. 
Increased taxes and operating expenses 


are given as the reason for the higher 
telephone rates. 


Illinois 


Seeks Elimination of 
Extra Charge 


| age -econanggand of the extra 25 cents’ monthly 
charge on cradle phones was asked in a 
petition filed with the Illinois Commerce Com- 
mission last month by the city of Chicago. 


Assistant Corporation Counsel James J. 
Danaher, filing an intervening petition in the 
Illinois Bell Telephone rate case now pending 
before the commission, asserted that the cradle 
phones cost no more to manufacture or main- 
tain than the standard type, hence the monthly 
charge made by the company for a 3-year 
period should be dropped. 


Indiana 


Gas Pact Arranged 


A interim agreement under the terms of 
which the Indianapolis city utilities dis- 
trict will operate the Indianapolis Gas Com- 
pany property until an agreement or a judicial 
decision determines the validity of the lease to 
the old Citizens Gas Company was announced 
last month by the district directors. 

The agreement, negotiated to replace the 
“standstill” agreement between the district and 
the Indianapolis Gas Company, which expired 
March 9th, conveyed to gas consumers of the 
city of Indianapolis assurances that the city 
gas system would continue to be operated as 
a unit, and was said to make possible either 


a negotiated settlement or an unhurried deter- 
mination in the courts of a question that has 
been of great importance since the utility dis- 
trict began operating the gas system Septem- 
ber 8, 1935. Under its terms the district was 
to pay the bond interest due April Ist on the 
Indianapolis Gas 5 per cent bonds, amounting 
to approximately $175,000, and certain taxes 
that were assessed against the property prior 
to this date. 

It was pointed out that nothing in the pres- 
ent agreement was regarded as barring nego- 
tiations for a settlement out of court in the 
future, but there was also nothing that in- 
dicated negotiations were more likely than 
adjudication by legal processes. 


$ 
Kentucky 


agreeable to selling the system to the city at 
a self-liquidating price. 


Municipal Water Plant 


LD getgrneen steps toward the establishment of 
a municipal water plant were taken last 
month by the board of city commissioners in 
the passage of a resolution authorizing and 
directing the mayor and city manager of 
Lexington to enter into a contract for the 
financing of the purchase of the waterworks 
plant and system now owned by the Lexington 
Water Company. 

The resolution set out that the city should 
own and operate its own water plant provid- 
ing that it can be acquired at a fair and rea- 
sonable price and that “after full analysis and 
investigation, it is determined that it is good 
business for the city to own and operate its 
waterworks.” 

It also was pointed out in the resolution that 
approximately 85 per cent of all waterworks 
plants in the United States are municipally 
owned, and that there is a possibility the own- 
ers of the Lexington water system may be 


Seeks New Rates 


HE city of Louisville’s efforts to obtain 

new gas and electric rates by negotiation 
were reported last month to have failed. Fol- 
lowing preliminary conferences with officials 
of the Louisville Gas & Electric Company, 
during which the city did not reveal detailed 
figures showing why it believed consumers 
were entitled to big rate reductions, the mayor 
said he felt any further discussions would be 
a waste of time. 

The next move was said to be up to Mayor 
Neville Miller, who was to decide whether a 
Federal court case, halted two years ago by an 
agreed judgment on rates, would be reopened, 
or whether a new suit would be instituted be- 
fore the state or Federal courts, or before 
the state commission. 
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Considers Municipal Plant 


Mee Huntsman of Scottsville last month 
announced that he had received applica- 
tions to fill out for a loan of $150,000 from 


the Public Works Administration for con- 
struction of a power plant. The mayor said 
he was advised that cities in Tennessee within 
30 miles from Scottsville would receive TVA 
power August Ist. 


Maine 


Arranges Quoddy Power Sale 


} 8 pawn P. Cooper, originator of the Passa- 
maquoddy Bay project, was reported 
last month to have said that he had arranged 
sale of “all the power Quoddy could produce 


under the present plans. The engineer de- 
clined to say who had agreed to take the vast 
tide-harnessing plant’s output, which he esti- 
mated at 26,000,000 kilowatt hours annus'ly, 
but said he could sell even more if the project 
were constructed on a larger scale. 


Michigan 


Halts Sales Tax Levy 


ircuIT Judge Leland W. Carr on March 

9th ruled that sales of electric power by 
municipally owned utility plants are exempt 
from the state sales tax. His opinion, filed in 
Ingham circuit court, asserted “it seems to me 
that the conclusion cannot be avoided that if 
the legislature had intended to include munici- 
pal corporations” within the scope of the sales 
tax law, it would have used “specific language 
indicating such intention.” 

He pointed out that under the ruling of the 
state board of tax administration, which at- 
tempted to invoke the tax against municipally 
owned utilities, the levy could have been col- 
lected regardless of whether the plant operated 
at a profit or at a loss. 

Judge Carr emphasized that “the legislature 
obviously was satisfied with the interpretation 
of the act that the board was observing in 
so far as municipalities were concerned” dur- 
ing the 1935 legislative session. At that time 
the tax board had viewed municipal utility 
sales as exempt. 

The suit was filed by Lansing, Wyandotte, 
and Lowell, with the state board of tax ad- 
ministration as defendant. Some fifty com- 
munities maintaining publicly owned utilities 
were said to have been interested in the case. 


Street Rental 


I’ Michigan cities collect from the Con- 
sumers Power Company a rental charge 


for the use of streets, William M. Smith, 
chairman of the state public utilities commis- 
sion, last month stated the commission will be 
forced to increase the company’s rates to off- 
set the charge. He said some cities seek to 
establish a rental agreement, although none so 
far has been able to collect. 

Chairman Smith pointed out that the Con- 
sumers Power Company’s rates supposedly are 
equalized among all cities and the collection 
of a rental charge for the use of the city’s 
streets would create a situation unfair to other 
cities. 


Commission Reduces 
Electric Charges 


A order reducing electric rates of the Con- 
sumers Power Company in approximate- 
ly 750 Michigan communities was issued 
March 6th by the state public utilities com- 
mission. 

William M. Smith, commission chairman, 
said the order will mean an average reduction 
of 124 per cent in the electric bills of residen- 
tial consumers, with smaller reductions in oth- 
er classifications. 

Chairman Smith estimated total annual 
savings to consumers under the order at ap- 
proximately one and one-half million dollars, 
it is reported. 

The average rate per kilowatt hour in the 
territory affected will be reduced from 3.93 
cents to 3.18 cents, effective on all billings 
April 1st. 


Mississippi 
Asks Phone Suit Dismissal 


HE state attorney general on March 4th 
announced that he has asked a lower state 
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court to dismiss the state’s suit to force the 
Southern Bell Telephone & Telegraph Com- 
pany to put into effect an 18 per cent horizon- 
tal cut in rates, amounting to $400,000 a year, 
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as ordered by the commission a year ago. 

As soon as the railroad commission made 
its telephone rate reduction order, the tele- 
phone company obtained an injunction in the 
courts which has never come up for hearing 
on the merits. 

The attorney general frankly conceded that 
after a careful study of the record, and on the 


advice and assistance of eminent experts in 
this line of work, he did not believe he could 
“successfully defend this suit.” At the same 
time, the attorney general, in a letter to Gov- 
ernor Hugh White, recommended stricter state 
legislation, including additional funds for reg- 
ulatory purposes, to be assessed against the 
utility companies. 


Missouri 


Must Pay Water Bills 


EREAFTER water consumers in St. Louis 
must pay their bills in full or have their 
water shut off, Director of Public Utilities 
Wall said recently. 
Since about 1931, and apparently because 


of the depression, the city has accepted partial 
payments at times, he said, but this practice 
has been discontinued. 

Mr. Wall has also disapproved and stopped 
collection of delinquent water bills by turnkey 
men sent out to shut off water for non- 


payment. 


New York 


Passes Utility Measures 


S* bills of a series of eleven carrying out 
recommendations of the joint legislative 
committee, which in February completed a 2- 
year investigation of public utilities, were 
unanimously passed in the Democratic-con- 


trolled senate March 17th. The entire series 
Dunni 


was introduced by Senator John J. gan, 
who was chairman of the committee. Pros- 
pect of passage in the lower house also was 
indicated. 

One of the bills passed gives the public 
service commission enlarged powers over the 
issuance of utility company securities. An- 


other aimed at high cost contracts between the 
utilities and their affiliates and service subsid- 
iaries, requires that such contracts be filed 
yy the commission for approval or rejection. 

A third bill requires financial statements from 
persons giving evidence before the commission 
in regard to utilities, or a statement of em- 
ployment connections from those in the em- 
ploy of utility companies. 

Two of the bills which were passed require 
interchanges of facts regarding utility com- 
panies involved in cases before the commission, 
while the rest of the bills are designed to 
strengthen the public service law by technical 
changes. 


North Dakota 


Rate Cut Proposed 


iw, reductions in commercial and resi- 
dential electric rates in approximately 60 
communities, to effect an estimated $75, in 
consumer savings annually, were filed last 
month by the Montana-Dakota Power Compa- 
ny with the state board of railroad commis- 
sioners. It was expected that the electric 


rates would be approved “within a short time.” 

“seven communities would be affected 
in one proposed rate cut, which would bring 
the minimum monthly bill in those districts 
down to $1 from $1.25. A half-cent cut in the 
commercial rate for the first 100 kilowatt 
hours per month also was proposed for the 
same group of communities, with the exception 
of three. 


Ohio 


Tackles Water Bills 


= Cleveland city board of control last 
month approved appointment of five attor- 
neys to assist in collection of water bill delin- 


quencies which now total more than $1,500,000. 
Utilities Director Frank O. Wallene said the 
five attorneys would direct a campaign to 
force payment of water bills by users able to 
pay. 
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Municipal Profits Tumble 


HE Cleveland municipal light plant made 

its smallest profit in about thirteen years 
in 1935, according to financial figures made 
public last month. The plant’s net income was 
$135,411, a decrease of $67,380 from 1934 and a 
decrease of about $135,000 from 1933. Loss 
of profit was blamed in the report on salary 
increases and the creation of additional jobs 


under the former mayor and former utilities 
director. The pay increases totaled $40,000 
and additional jobs $50,000, the report said. 

Although the plant lost two of its largest 
industrial customers in December, it showed a 
3 per cent increase in the number of large 
industrial consumers, a large increase of resi- 
dential consumers, and an increase of 4 per 
cent in the number of small industrial con- 
sumers. 


Oklahoma 


Rejects Dam Project 


Oe s proposed $15,000,000 Grand 
river dam project met its first severe set- 
back last month when Vinita voters rejected 
a proposed $100,000 bond issue to purchase an 
electric power distribution system. The issue 
lost 460 to 289. 

The bonds were proposed to buy the system 
of the Public Service Company for a possible 
connection with the hydroelectric plant advo- 
cated for Grand river. The Grand river dam, 
authorized by the last legislature, was expect- 
ed to serve 17 northeastern Oklahoma coun- 
ties, but the legislative act prevented operation 
of a distribution system. 

The legislature created a Grand river dam 
authority of fifteen members and negotiations 


were said to have been under way for several 
months for sale of bonds for the $15,000,000 
project to the Federal government. 


Expects Cab Rate War 


RVAL Mosier, city manager of Oklahoma 

City, | last month revealed that he had 
received “unimpeachable information” that 
two new cab companies were planning to place 
200 new cabs in operation in the city, nearly 
doubling the city’s taxi fleet. He said the city 
was prepared to meet the contingency by ap- 
plying rigid regulations to all taxicabs. 
Mosier said the addition of 200 new cabs to 
the city’s already cluttered streets “is beyond 
the realm of all reason.’ 


Pennsylvania 


Bars Lessee from Bidding 


M2 Wilson of Philadelphia last month 
indicated that future bids for the opera- 
tion of the city’s $100,000,000 gas plant will be 
confined to concerns which do not operate 
electric light plants. This would eliminate the 
United Gas Improvement Company, control- 
ling the present lessee, because of its ownership 
of the Philadelphia Electric Company. Mayor 
Wilson was said to have stated that it would 
be “a ridiculous thing for the city to give its 
gas plant to a concern that was at the same 
time a competitor. It is quite evident U.G.I. 
is more interested in getting customers to use 
its electricity, than its gas.” It was reported 
that formal notice of intention to end the lease 
would be served by the mayor upon the com- 
9 The present lease expires December 31, 


New Utility Court 


J geese: denied by state administration 
authorities, rumors at the Harrisburg 
state capitol last month persisted to the effect 


that a plan was being considered to supplant 
the state public service commission with a 
“public service court” of nine lawyers. 

According to the report, legislation for the 
new “court” was expected to be introduced at 
the next regular session of the legislature. 
The idea, the story continued, has been under 
“intensive discussion” for the past several 
months. This, however, was denied. 

Administration spokesmen discounted the 
rumor, pointing out that while a substitute 
body for the commission had been mentioned 
during the last gubernatorial campaign, it had 
never been taken seriously by the incoming ad- 
ministration. 

The proposed legislation would make ma- 
terial changes in the set-up of the commission’s 
work, but in general would follow the public 
service company act under which the commis- 
sion now proceeds. One change suggested 
was that investigators be employed when need- 
ed instead of being carried along on a twelve- 
month basis. 

The prospect for such “ripper” legislation 
was said to be exceedingly poor in view of the 
Republican control of the state senate. 
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issi the history of the public service commission— 
Names New Commissioner Thomas C. Buchanan, who will serve until 


PON the death last month of Public Serv- uly 1, 1939, at which time the term ends. 

ice Commissioner Samuel H. Walker, owever, the appointment must be approved 
Governor Earle appointed—the first appoint- by the senate, which has a Republican ma- 
ment made by a Democratic governor in jority. 


* 


South Carolina 


Electricity generated by steam power would 

Would Double Tax be subject to the tax, as well as all power sold 

iy the bill recently introduced by eighteen within the state if it has not been taxed al- 

representatives in the state house becomes ready. Plants generating not over ten horse- 

law, South Carolina will increase the state tax power, or manufacturing power for their own 

on hydroelectric power from one-half cent per use, would be exempted, along with munic- 
kilowatt hour to one cent. ipalities making their own power. 


5 
Tennessee 


Cuts Rural Minimum Rate of $18 per month per mile, regardless of the 
number of consumers, may be cut to as low 


HE Tennessee Electric Power Company as $12. The minimum monthly bill for each 
A last month agreed to a conditional reduc- consumer remains at $1.50. The plant was 
tion in its minimum charge for rural extension accepted by the utilities commission after a 
lines. The new plan permits rural consumers conference with officials of the power company 
to contribute cash or labor to the construc- and the Rural Electrification Commission. 
tion of the lines, with a proportionate reduc- A member of the commission predicted that 
tion in the monthly minimum charge per mile. the revised plan would “be conducive to the 
By such contribution, the standard guaranty ‘promotion of rural extension.” 


a 
Texas 


Tax Hits Merchandising OE ete AE Ge SE teens ot 


HE Community Natural Gas Company, Merchandise stores at 10 district headquar- 

with headquarters in Dallas, was reported ters, merchandise displays at 6 sub-district of- 
last month to have discontinued its district ices and at dealer stores were said to have 
merchandising activities in Texas as the result been discontinued and 73 dealer contracts can- 
of the passage of the chain store tax at the celed. 


» 
West Virginia 


Ci Paden City raised minimum meter rates 
Approves Municipal Rate from $1 to $1.20 for §-inch meters; $2 for 


Increase’ #-inch meters; $4 for 1l-inch, and $20 for 
2-inch meters. Other rates remained the 
HE public service commission last month same, starting at 40 cents a thousand gallons 
granted two municipal waterworks author- for the first 5,000 gallons used a month. 
ity to increase rates to finance PWA loans for Hundred boosted the minimum monthly rate 
extending the systems. from $1 to $1.50. 


Ss 








The Latest Utility Rulings 





Depreciation Allowance Affected by 
Government Competition 


: ee steady growth of governmental 
power projects, the cost of which 
is partially allocated to navigation and 
flood control, may directly affect the de- 
preciation allowance required by a pri- 
vately owned electric utility. Inability 
of the utility to meet the governmental 
competition under rates based on Fed- 
eral bookkeeping methods has been rec- 
ognized by the Washington Department 
of Public Service in a rate case. 

The department said that it was just 
and proper to take into consideration 
some depreciation factors which could 
not have been foreseen and adequately 
provided for. The opinion continued : 


We refer specifically to the extensive Fed- 
eral hydro development at Bonneville on the 
Colvanbia river. This large generating plant 
is rapidly nearing completion and because 
of its strategic location it is bound to have 
a material effect upon the operations of re- 
spondent and all other electric utilities op- 
erating within reasonable transmission dis- 
tance therefrom. Since a large portion of 
the cost of this huge hydro development will 
be allocated to navigation and possibly flood 
coritrol, the cost of energy generation will be 
low as compared with similar generating 
costs of privately operated hydro and steam 
plants. In a report very recently submitted 
by the state planning commission or Ore- 
gon to the governor of that state an exten- 
sive transmission system reaching many 
points in both Washington and Oregon, in- 
cluding one of the largest districts served 
by this utility, is outlined. These factors 
will in the course of time exert a tremendous 
influence not only upon rates for service but 
also upon the retirement date of certain 
items of property now operated by private 
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utilities. This will be especially true of the 
older hydro and steam generating plants 
which, because of the higher cost of opera- 
tion, will not be able to meet the competi- 
tive rate of the Bonneville plant. For these 
reasons we feel that our allowance for an- 
nual depreciation expense should be in- 
creased to the extent of enabling the utility 
to set up an additional amount in its retire- 
ment reserve to properly care for this con- 
tingency. 


An allowance was also made for new 
business expense, since “it is undeniably 
true that when merchandising activities 
are carried on, directly or indirectly, by 
a utility company in such manner as will 
effectively promote new business and 
improve the system load factor the re- 
sults will be beneficial to both the utility 
and its ratepayers.” The department, 
after referring to a statutory provision 
that any merchandising carried on by a 
utility should not constitute a part of its 
public utility business, said: 

Private dealers seldom do the necessary 
missionary work but when the demand for 
appliances has been created and enlarged by 
the utilities these same dealers reap their 
full share of a rich and unexpected est 
of profits. We are constrained to believe 
that the legislature did not intend to divorce 
merchandising activities from the legitimate 
utility business, except for good cause, such 
as stealing the business from other dealers 
or conducting the same as a separate mer- 
chandising business for profit. 


Department of Public Service of Wash- 
ington v. Pacific Power & Light Co. 
(Cause No. 6736). 


Commission Has Exclusive Power to Determine Whether 
Utility Should Continue to Use Streets 


HE supreme court of Illinois held 
that a city could not maintain an 
action for a mandatory injunction to 


compel the removal of poles, wires, and 


equipment of an electric utility from city 


streets. The state, it was held, had for 
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public utility purposes withdrawn the 
title which the city orginally had in the 
premises (at the sufferance of the true 
owner—the state) and placed it in the 
commission. 

A franchise had been granted to the 
utility company prior to the creation of 
the public utilities commission, the pred- 
ecessor of the Illinois Commerce Com- 
mission. By the provisions of the Utili- 
ties Act, it was held complete supervi- 
sion of privately owned public utilities 
had been withdrawn from local munici- 
palities and vested in the commission, 
with exclusive power of regulation and 
control of all means and instrumentali- 
ties used by the utility in the conduct of 
its business. Concerning the broad and 
comprehensive scope of the Utilities 
Act, Mr. Justice Herrick made the fol- 
lowing statement : 


It originated a new system in relation to 
public utilities and their supervision, regula- 
tion and control, regulatory power over the 
issuance of securities, the type of service to 
be furnished, what new service might be 
undertaken in behalf of the public interest, 
with power in the commission to determine 
whether existing service might be aban- 
doned or discontinued, to obviate and pre- 
vent new competition which would be of no 
advantage to the public, by requiring a pub- 
lic utility to procure a certificate of con- 
venience and necessity before engaging in or 
undertaking a new enterprise, and where 
there was already existing a public utility, 
as well as competing public utilities, to safe- 
guard both the public and the utilities by the 
fixing of fair, reasonable, and nondiscrim- 
inatory rates. 


The municipality had constructed its 
own utility plant and by means of man- 
datory injunction sought to remove its 
competitor. City of Geneseo v. The II- 
linots Northern Utilities Co. 


e 


Capitalization of Dividend to Parent Company Disapproved 


PPLICATION was made to the New 
Jersey commission for approval of 
a note payable on demand which had 
been issued in 1934, or in the alternative 
for approval of a mortgage on utility 
property in favor of a parent company 
to secure the payment of a'bond which 
was intended to discharge the note. 

The commission denied approval of 
the note with the statement that “ap- 
proval cannot under the statute be grant- 
ed after issuance.” Moreover, it was 
said, the facts wholly failed to justify 
the issuance of the note bearing interest 
at the rate of 6 per cent. 

Approval of the proposed bond and 
mortgage was also denied. The com- 
mission said that if the annual net earn- 
ings of the company in the past and 
present had been as claimed, no need or 


justification would seem to exist for im- 
posing upon the company the burden of 
paying interest at the rate of 6 per cent 
per annum over a period of thirty years. 
In no year since 1911 had dividends 
fallen under 12 per cent, and for the last 
seventeen years dividends had in no year 
fallen below 20 per cent. 

Moreover, it was said that the record 
showed retirements from fixed capital 
totaling only $455 during the same peri- 
od that $27,632 was credited to the de- 
preciation reserve. These facts unex- 
plained, it was said, put into question 
the claimed present value of the proper- 
ty of the company. The commission 
also criticized the financial management 
of the operating company under the con- 
trol of the parent. Re Washington Wa- 
ter Co. 


e 


Distributing Company Held to Be Affiliate 
Rather Than Agent of Producer 


HE Iroquois Gas Corporation and 
the United Natural Gas Company 
of Pennsylvania were held by the New 


York commission to be affiliated within 
the meaning of the New York Public 
Service Law. The relation between the 
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two companies was said to be actually 
that of buyer and seller and not that of 
principal and agent as assumed in a con- 
tract investigated by the commission. 
The contract provided for the fur- 
nishing of gas by the United Company 
to the Iroquois Company for distribu- 
tion and sale. Provision was made that 
the distributing company would furnish 
monthly statements showing the total 
amount of gas distributed and sold “by 
the Iroquois Company for the account 
of the United Company,” and at the 
same time would “account. and pay 
over” to the United Company from the 
proceeds of the sale so distributed and 
sold a sum computed according to a 
specified scale of rates. The Iroquois 
Company under the contract is entitled 
to retain the difference between the 


amounts so paid over to the United 
Company and the amount received by 
the Iroquois Company as the proceeds 
from the sale of such gas “as commis- 
sion for the services of the Iroquois 
Company in distributing and selling 
such gas.” 

It was shown that the distributing 
company rather than the producing com- 
pany held franchises in New York and 
that it and not the producing company 
had filed tariffs in New York; that its 
customers using gas received from the 
United Company could not be distin- 
guished from those using locally pro- 
duced gas. The commission said it was 
clearly shown that the relationship pur- 
ported to be set up in the contract was 
not in accordance with the facts. Re 
Iroquois Gas Corp. (Case No. 8557). 


e 


Motor Carrier Rates Fixed in Washington 


HE Washington Department of 
Public Service, by a recently enact- 


ed law, has power to fix reasonable rates 
and regulations of common carriers and 
to fix reasonable regulations and mini- 
mum rates of contract and special car- 


riers. In accordance with such author- 
ity rates, rules, and regulations were es- 
tablished. 

In the absence of sufficient accurate 
data the department was not in a posi- 
tion to give as much consideration to 
cost of operation as it considered desir- 
able, and while it was clear that costs 
of operation were increasing rather than 
diminishing, the department was con- 
vinced that an order changing the gen- 
eral level of existing rates because of 
cost would not be justified. The depart- 
ment assumed that the present rate 
structure was not excessive, since no 
testimony was offered by any of the 
shipper witnesses or others to that ef- 
fect. There was a noticeable lack of in- 
terest of shippers. 

The department discussed at length 
the characteristics of common carriers 
giving scheduled service, common car- 


riers giving unscheduled service, con- 
tract carriers, and carriers using special 
equipment designed for the movement 
of particular commodities. Such ques- 
tions as load factor and cost of main- 
taining terminals were considered, as 
well as idle truck time of contract car- 
riers waiting for full loads. It was said 
that if specialized service of contract 
carriers is to be rendered on terms un- 
favorable to the essential and general 
service of common carriers, rates for the 
latter will have to be increased to a level 
which will result in discrimination be- 
tween shippers and truly burden the 
general public if not entirely deprive it 
of the most essential transportation 
service. The department said: 

In order to stabilize the transportation in- 
dustry and insure continued complete service 
to the public it is essential that the motor 
freight rate structure be uniform to the end 
that competing shippers pay identical rates 
for identical service. ar 

Based upon the record in these proceed- 
ings and our varied experience in discharg- 
ing the regulatory duties imposed upon the 
department by the motor freight transporta- 
tion laws of 1921 and 1933 and after consid- 


ering all relevant matters properly before 
us we find that the minimum rates for con- 
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tract carriers and the just, fair, reasonable, 
and sufficient rates for common carriers 
should be the same when the service ren- 
dered the shipper is substantially the same. 


Texas public utility company, in 

resisting the enforcement of rates 
fixed by the state commission, objected 
that a 4-year test period from 1929 to 
1932 had been used as a basis for calcu- 
lating fair return. The Texas Court of 
Civil Appeals sustained the commission 
in using such a period, Justice Blair 
stating : 

The rule is settled that rates are not based 
upon the results of business of any one year 
alone, but upon what is estimated as being 
the average business over a period of years; 
the future being gauged as nearly as possible 
by the past experience. The reason for the 
rule is the fact that any business may fluctu- 
ate from year to year because of changing 
conditions or circumstances which may affect 
it. Ordinarily, a test of five years or more 
next preceding the inquiry, if available, is 
selected 
The court found that there had not 

been a proper test of the rates com- 
plained of. The former ordinance rate 
was 75 cents per thousand cubic feet, 
while the rate fixed by the commission 
was 55 cents. Opponents of the utility 


Re Rates for Common Carriers et al. 
(Order M. V. No. 22787, Hearing No. 
1434). 


e 


Rates Properly Based on Average Business Conditions 


contended that under the lowered rates 
business would have been better and 
the gross revenues received under the 
75-cent rate did not demonstrate the re- 
sults which might have been obtained. 
The court seemed to agree with this 
viewpoint. Justice Blair said: 

An actual test of the lower rate might 
have resulted in a larger return, by bring- 
ing about an increase in appellant’s business, 
and manifestly this court would not be war- 
ranted in holding that the lower rate was 
either confiscatory or unjust and unreason- 
able, as a matter of law, in advance of an 
actual test of the rate; but that under the 
aforementioned rules as applied to the facts, 
appellant failed, as a matter of law, to show 
the rate either confiscatory or unjust or un- 
reasonable. 


The court also sustained the power of 
the commission to make the lowered rate 
retroactive to the date when the proceed- 
ings were started and to order a refund 
of the excess revenues collected from 
customers during litigation. United Gas 
Public Service Co. v. State et al. 89 S. 
W. (2d) 1094. 


e 


Tax and Interest Items Not Incurred Are 
Excluded from Capital Account 


HE Indiana commission authorized 

the inclusion in capital account of 
expenditures made for additions, exten- 
sions, and improvements but excluded 
certain items with the statement : 


The items of taxes should not be allowed 
for the reason that the additions, extensions, 
and improvements were begun subsequent to 
March 1, 1935, and completed and put into 
operation prior to March 1, 1936, and, there- 
fore, no taxes were assessed, levied, paid or 
charged on this property. The items of in- 
terest should not be allowed as no bonds, 
notes, or other evidence of indebtedness 
were sold, nor any interest-bearing debt in- 
curred for the acquisition or construction of 


the said additions, extensions, and improve- 
ments, the company having paid the cost of 
these additions, extensions, and improve- 
ments with cash on hand in its working 
capital and, therefore, no interest was paid. 
The accounts of the utility were not so kept 
that the items of miscellaneous construction 
expenditures can be easily checked by the 
commission, the amounts of these items on 
the report of the company having been de- 
termined by the company charging against 
these additions, extensions, and improve- 
ments an arbitrary proportion of its general 
and miscellaneous expense, therefore, these 
items should not be allowed. 


Re Southern Indiana Gas & Electric Co. 
(No. 12103). 
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Interest Payment to Affiliate Disallowed 


HE Pennsylvania commission pro- 

hibited the Northern Pennsylvania 
Power Company from paying 8 per cent 
interest on indebtedness to the Metro- 
politan Edison Corporation, an affiliated 
corporation. Payments already made 
on the indebtedness were required to be 
treated as a reduction of the principal 
of indebtedness. The debt had been in- 
curred without securing commission ap- 
proval. 

The amount of the indebtedness was 
borrowed in June, 1935, when the 
Northern Pennsylvania Company was 
required to make a sinking-fund pay- 
ment of bonds or cash to the trustee un- 
der its mortgage. The utility purchased 


$14,000 of bonds from the Metropolitan 
Edison Corporation at 104 per cent, or 
$14,560, and set up an account payable 
to the holding company for the purchase 
price. 

Payment of the interest at 8 per cent 
had been made monthly, with the result 
that the effective rate was more than 8.2 
per cent. The commission found that 
some of the bonds were purchased un- 
necessarily and ordered the indebtedness 
to the holding company to be reduced 
by the amount of the 4 per cent premi- 
um upon them, as well as by all interest 
paid thus far upon the entire open ac- 
count. Re Northern Pennsylvama Pow- 
er Co. 


Inadequate Revenues Justify Abandonment 
of Gas Department 


HEN revenues from the gas de- 
partment of a gas and electric 
company have been insufficient over 
many years to meet operating expenses 
and there is no hope of improvement 
through a rate increase, the company, 
in the opinion of the Oregon commis- 
sioner, should be permitted to take steps 
to transfer gas users to the electric de- 
partment, with the ultimate aim of com- 
pletely abandoning the gas department. 
Although when a public utility dedi- 
cates its property to public service, it 
cannot lightly abandon the obligations 
to serve the public so long as there is a 
public demand, said the commissioner, 
and temporary losses will not justify 
abandonment of the service, neverthe- 
less a lack of patronage is substantial 
evidence that the public no longer de- 
sires the service. 


It was shown in this case that the 
average customer with electric residen- 
tial lighting and a gas range under pres- 
ent rates would have an electric bill of 
$3.32 per month and a gas bill of $2.07, 
or a total bill of $5.39. Studies indicat- 
ed that conversion of such a customer to 
an electric range on the basis of present 
rates would make the monthly bill $5.88, 
or an increase of approximately 50 cents 
a month. 

The electric service of the company, 
it was said, was subsidizing the gas 
division, and it was reasonable to as- 
sume that if the gas division were 
eliminated and the necessity for such 
subsidy removed, particularly in view of 
the increased electric load, electric rates 
could eventually be adjusted. Re East- 
ern Oregon Light & Power Co. (U-—F- 
720, P.U.C. Oregon Order No. 3248). 


e 


Commission Order Not to Be Used to Satisfy 
Personal Grievances 
after disconnection of township lines by 


Minnesota to construct a tele- a telephone company for failure to pay 
phone line in order to obtain toll service in cash. The telephone company was 
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UTHORITY was asked by a town in 





